


Annual Report 2010 


Stockholders 


We are pleased to report that 2010 was a successful year for 
Texas Roadhouse. We experienced diluted earnings per share 
growth of 20% and also surpassed the $1 billion mark in total 
revenue for the first time in our company’s history. 

Other highlights for 2010 included: 

* The opening of 14 company restaurants; 

* Guest traffic leading to a 2.4% increase in comparable 

restaurant sales; and 

* More than a 2% reduction in our cost of ingredients. 

As we entered 2010, we were definitely concerned about the 
health of the consumer and, thus, our ability to increase sales 
at our existing restaurants. However, comparable restaurant 
sales began improving early in the year in large part due to 
our commitment to executing on our mission of Legendary 
Food and Legendary Service. We continued to maintain and 
even enhance our food quality, which is defined by our made- 
from-scratch mentality. Additionally, we continued to focus 
on enhancing our service standards with the rollout of several 
new training programs while taking no menu pricing during 
2010. Therefore, our increase in comparable restaurant sales 
was largely driven by an increase in the number of guests 
dining with us, which is a very healthy sign. 

Not only did comparable restaurant sales and guest 
traffic turn positive during 2010, but our focus on reducing 
development costs of new restaurants led to an average 
reduction of approximately $350,000 in the total capitalized 
cost to develop a Texas Roadhouse restaurant. Combining 
this fact with the improvement we experienced in sales at our 
newer restaurants has resulted in much improved economics 
on the new restaurants we are building. As a result, we are 
planning a 40% increase in new restaurant openings to 20 in 
2011 versus 14 in 2010. 

2010 ended strong and 2011 has started off even stronger 
from a sales perspective. In conjunction with our year end 
2010 earnings announcement, we announced that comparable 
restaurant sales for the first seven weeks of the year increased 
nearly 4.0%. We believe this further validates that our 
focus on executing on our mission of Legendary Food and 
Legendary Service is paying dividends. Additionally, it gives 
us greater confidence in increasing our rate of restaurant 
growth in 2011 and has us optimistic we will be in a position 
to grow even more new Texas Roadhouse restaurants in 2012 
than the 20 we have planned for this year. 

While there is still a lot of growth in the United States 
for our brand, our international focus is in three areas - the 


Middle East, Mexico and the Asia Pacific region. We expect 
to have our first international Texas Roadhouse franchise 
restaurant opening in the Middle East later this year. We also 
continue testing a second restaurant concept, Aspen Creek, 
which we started in 2009. We have three of these open in 

the United States. While we do not have any planned Aspen 
Creek openings in 2011, we hope Aspen Creek will represent 
additional growth opportunity for us in the future. 

Operationally, we feel very confident in our positioning. We 
remain focused on running our business for the long-term and 
providing Legendary Food and Legendary Service for each and 
every guest. And, while we continue to look for ways to maintain 
and further enhance our food quality and service standards, we 
remain very conservative from a menu pricing perspective. 

Financially, we significantly strengthened our balance 
sheet during 2010. The cash we generated from running and 
growing our business far exceeded what it cost us to build 
new restaurants and maintain existing units. As a result, we 
were able to pay down $49 million of our debt and put $35 
million of cash in the bank. We ended 2010 in a net cash 
position as our cash balance was $82 million while our debt 
balance was down to $52 million. 

With a significantly strengthened balance sheet, we have 
recently taken two additional steps to further enhance 
stockholder value. First, our Board of Directors recently 
authorized our first ever quarterly cash dividend and, second, 
they authorized a $50 million share re-purchase program. 
While we anticipate the vast majority of our cash flow will go 
to developing new restaurants and maintaining our existing 
restaurants for the foreseeable future, we are excited to be able to 
further increase shareholder value through these two measures. 
And, we believe these will help us in achieving our long-term 
goal of driving mid-teens plus total shareholder return. 

We anticipate another year of diluted earnings per share 
growth in 2011. While we do anticipate the cost of our 
ingredients will be increasing for the first time in two years, 
we are very encouraged by the strong start to the year we have 
experienced in terms of comparable restaurant sales. 

We remain very excited about the long-term opportunities for 
our continued growth and want to thank you for your continued 
support and interest in Texas Roadhouse. Keep it Legendary. 


W. Kent Taylor * Chairman of the Company U/ A ot p- ee 
GJ. Hart ¢ President, Chief Executive Officer xed 





April 8, 2011 


To our Stockholders: 


You are cordially invited to attend the 2011 Annual Meeting of Stockholders of Texas Roadhouse, 
Inc. on Thursday, May 19, 2011. The meeting will be held at the Texas Roadhouse Support Center, 
6040 Dutchmans Lane, Louisville, Kentucky at 9:00 a.m. eastern daylight time. 


The official Notice of Annual Meeting, Proxy Statement and Proxy Card are enclosed with this 
letter. 


Please take the time to read carefully each of the proposals for stockholder action described in the 
accompanying proxy materials. Whether or not you plan to attend, you can ensure that your shares are 
represented at the meeting by promptly completing, signing and dating your proxy card and returning it 
in the enclosed postage-paid envelope. Stockholders of record can also vote by touch-tone telephone 
from the United States, using the toll-free number on the proxy card, or by the Internet, using the 
instructions on the proxy card. If you attend the meeting, you may revoke your proxy and vote your 
shares in person. 


Your interest and participation in the affairs of the Company are greatly appreciated. Thank you 


for your continued support. 
G.J. Hart 


President, Chief Executive Officer 


Sincerely, 


TEXAS ROADHOUSE, INC. 
6040 Dutchmans Lane, Suite 200 
Louisville, Kentucky 40205 


NOTICE OF ANNUAL MEETING OF STOCKHOLDERS 
TO BE HELD MAY 19, 2011 


To the Stockholders: 


The Annual Meeting of Stockholders (the “Annual Meeting”) of Texas Roadhouse, Inc. (the 
“Company”) will be held at the Texas Roadhouse Support Center, 6040 Dutchmans Lane, Louisville, 
Kentucky on Thursday, May 19, 2011 at 9:00 a.m. eastern daylight time. 


At the Annual Meeting you will be asked to: 

* elect two Class I directors to the Board of Directors, each for a term of three years; 

* ratify the appointment of KPMG LLP as the Company’s independent auditors; 

* hold an advisory vote on executive compensation; 

¢ hold an advisory vote on the frequency of the advisory vote on executive compensation; and 
* transact such other business as may properly come before the meeting. 


A Proxy Statement describing matters to be considered at the Annual Meeting is attached to this 
notice. Only stockholders of record at the close of business on March 21, 2011 are entitled to receive 
notice of and to vote at the meeting. 


By Order of the Board of Directors, 


Sheila C. Brown 


Corporate Secretary 
Louisville, Kentucky 


April 8, 2011 


IMPORTANT 


WHETHER OR NOT YOU EXPECT TO BE PRESENT AT THE MEETING, PLEASE SUBMIT 
YOUR VOTE USING ONE OF THE VOTING METHODS DESCRIBED IN THE ATTACHED 
MATERIALS. IF YOU ATTEND THE MEETING, YOU MAY REVOKE YOUR PROXY AND VOTE 
YOUR SHARES IN PERSON. 


IMPORTANT NOTICE REGARDING THE AVAILABILITY OF PROXY MATERIALS FOR THE 
2011 ANNUAL MEETING OF STOCKHOLDERS TO BE HELD ON M&AyY 19, 2011 


Our Proxy Statement related to our 2011 Annual Meeting of Stockholders, our Annual Report on 
Form 10-K for the fiscal year ended on December 28, 2010 and our Annual Report to Stockholders for 
the fiscal year ended on December 28, 2010 are available on our website at www.texasroadhouse.com in 
the Investors section. 
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TEXAS ROADHOUSE, INC. 
6040 Dutchmans Lane, Suite 200 
Louisville, Kentucky 40205 


PROXY STATEMENT 


ANNUAL MEETING OF STOCKHOLDERS 
TO BE HELD MAY 19, 2011 


Introduction 


This proxy statement and accompanying proxy card are being furnished in connection with the 
solicitation of proxies by the board of directors (the “Board”) of Texas Roadhouse, Inc., a Delaware 
corporation, to be voted at the Annual Meeting of Stockholders (the “Annual Meeting’’) and any 
adjournments thereof. In this proxy statement, references to the “Company,” “we,” “us” or “our” refer 
to Texas Roadhouse, Inc. This Annual Meeting is the seventh meeting of stockholders following the 
completion of our initial public offering (the “IPO”) of common stock on October 8, 2004. This proxy 
statement and accompanying proxy card are first being mailed to stockholders on or about April 8, 
2011. 


Date, Time and Place 


The Annual Meeting will be held at the Texas Roadhouse Support Center, Louisville, Kentucky on 
Thursday, May 19, 2011 at 9:00 a.m. eastern daylight time, for the purposes set forth in this proxy 
statement and the accompanying notice of Annual Meeting. 


Record Date and Voting Securities 


The Board has fixed the record date (the ‘““Record Date’) for the Annual Meeting as the close of 
business on March 21, 2011. Only stockholders of record at the close of business on the Record Date 
will be entitled to vote at the Annual Meeting and at any adjournment or postponement thereof. At 
the close of business on the Record Date, there were outstanding 71,149,027 shares of common stock, 
each of which is entitled to one vote per share on all matters to be considered at the Annual Meeting. 


The presence in person or by proxy of the holders of a majority of the shares of common stock 
will constitute a quorum for the transaction of business at the Annual Meeting. Shares of common 
stock represented by properly executed proxies received before the close of voting at the Annual 
Meeting will be voted as directed by such stockholders, unless revoked as described below. 


Revocability of Proxies 


A stockholder who completes and returns the proxy card that accompanies this proxy statement 
may revoke that proxy at any time before the closing of the polls at the Annual Meeting. A stockholder 
may revoke a proxy by voting at a later date by one of the methods described on the proxy card or by 
filing a written notice of revocation with, or by delivering a duly executed proxy bearing a later date to, 
the Corporate Secretary of the Company at the Company’s main office address at any time before the 
Annual Meeting. Stockholders may also revoke proxies by delivering a duly executed proxy bearing a 
later date to the inspector of election at the Annual Meeting before the close of voting or by attending 
the Annual Meeting and voting in person. You may attend the Annual Meeting even though you have 
executed a proxy, but your presence at the Annual Meeting will not automatically revoke your proxy. 


Solicitation of Proxies 


The cost of solicitation of proxies being solicited on behalf of the Board will be borne by us. In 
addition to solicitation by mail, proxies may be solicited personally, by telephone or other means by our 


directors, officers or employees, who receive no additional compensation for these solicitation activities. 
We will, upon request, reimburse brokerage houses and persons holding common stock in the names of 
their nominees for their reasonable out-of-pocket expenses in sending materials to their principals. 


Votes Required and Voting of Proxies 


Each proposal will be considered separately. 


Proposal I—Election of Directors 


The affirmative vote of a plurality of the votes entitled to be cast by the holders of the Company’s 
common stock present in person or represented by proxy is required to elect each nominee. Election by 
a plurality means that the director nominee with the most votes for a particular slot is elected for that 
slot. You may vote ‘““FOR’” all of the nominees or you may “WITHHOLD AUTHORITY” to vote for 
one or more specifically named nominees. Unless you “WITHHOLD AUTHORITY” to vote for one 
or more nominees, your proxy will be voted “FOR” the election of the individuals nominated as Class I 
directors. 


The Board recommends that you vote “FOR” all of the nominees. 


Proposal 2—Ratification of the Appointment of the Company’s Independent Auditors 


The proposal to ratify the appointment of KPMG LLP as the Company’s independent auditors for 
the fiscal year ending December 27, 2011 must be approved by the affirmative vote of a majority of the 
shares present (in person or by proxy) and entitled to vote. You may vote “FOR” or “AGAINST” the 
ratification, or you may “ABSTAIN” from voting on this proposal. A vote to “ABSTAIN” is counted as 
a vote, but is not counted as either “FOR” or “AGAINST.” 


The Board recommends that you vote “FOR” this proposal. 


Proposal 3—Advisory Vote on Executive Compensation 


The outcome of the advisory vote on whether to approve the executive compensation detailed in 
this proxy statement (including the Compensation Discussion and Analysis, the Executive 
Compensation section and the other related executive compensation tables and related discussions) will 
be determined by the affirmative vote of a majority of the shares present (in person or by proxy) and 
entitled to vote. You may vote “FOR” or “AGAINST” the executive compensation, or you may 
“ABSTAIN” from voting on this proposal. A vote to “ABSTAIN” is counted as a vote, but is not 
counted as either “FOR” or “AGAINST.” 


The Board recommends that you vote “FOR” this proposal. 


Proposal 4—Advisory Vote on Frequency of Advisory Vote on Executive Compensation 


You may select a frequency of “EVERY YEAR,” “EVERY TWO YEARS” or “EVERY THREE 
YEARS?” with respect to how often the Company should hold an advisory vote on executive 
compensation, or you may “ABSTAIN” from voting on this proposal. The choice receiving the most 
votes will be the frequency selected by the stockholders, so abstentions will not affect the outcome of 
the vote on this proposal. 


The Board recommends that you select “EVERY THREE YEARS” for this proposal. 


Other Matters 


As of the date of this proxy statement, the Board knows of no matters that will be presented for 
consideration at the Annual Meeting other than those matters discussed in this proxy statement. If any 


other matters should properly come before the Annual Meeting and call for a vote of stockholders, 
validly executed proxies in the enclosed form returned to us will be voted in accordance with the 
recommendation of the Board, or, in the absence of such a recommendation, in accordance with the 
judgment of the proxy holders. Any such additional matter must be approved by an affirmative vote of 
a majority of the shares present (in person or by proxy) and entitled to vote at the Annual Meeting. 


Other Voting Considerations 
Broker Non-Votes 


Under rules of the New York Stock Exchange, matters subject to shareholder vote are classified as 
“routine” or “non-routine.” In the case of routine matters, brokers may vote shares held in “street 
name” in their discretion if they have not received voting instructions from the beneficial owner. In the 
case of non-routine matters, brokers may not vote shares unless they have received voting instructions 
from the beneficial owner (“broker non-votes’’); therefore, it is important that you complete and return 
your proxy early so that your vote may be recorded. 


The election of directors (Proposal 1) is a non-routine matter under the applicable rules, so broker 
non-votes may occur. However, broker non-votes will have no effect on the outcome of this proposal 
because the election is decided by a plurality of shares present (in person or by proxy) and entitled to 
vote at the Annual Meeting, and broker non-votes do not count as shares entitled to vote. 


The ratification of the appointment of the Company’s independent auditors (Proposal 2) is a 
routine matter under the applicable rules, so broker non-votes should not occur. In addition, because 
this matter is routine and brokers may vote as stated above, the number of votes cast, plus the number 
of abstentions, on this Proposal 2 will be used to establish whether a quorum is present. 


The advisory vote on executive compensation (Proposal 3), the advisory vote on the frequency of 
the advisory vote on executive compensation (Proposal 4) and any other matters that may properly 
come before the Annual Meeting are also non-routine matters under the applicable rules, so broker 
non-votes may occur. Because broker non-votes do not count as shares entitled to vote, they do not 
affect the outcome of the vote on these proposals. 


Abstentions 

Abstentions will be counted for purposes of calculating whether a quorum is present. The effect of 
an abstention on each proposal where “ABSTAIN” is a voting choice is discussed above. 
Executed but Unmarked Proxies 


If no instructions are given, shares represented by properly executed but unmarked proxies will be 
voted in accordance with the recommendation of the Board, or, in the absence of such a 
recommendation, in accordance with the judgment of the proxy holders. 


PROPOSAL 1 
ELECTION OF DIRECTORS 


The Company’s by-laws provide for not less than one and not more than 15 directors. Our Board 
currently consists of seven directors divided into three classes. Members of each class serve for a 
three-year term. The Board has designated James R. Ramsey and James R. Zarley as nominees for 
re-election as Class I directors of the Company to serve for terms of three years and until their 
successors are duly elected and qualified. Although it is not anticipated that any of the nominees listed 
below will decline or be unable to serve, if that should occur, the proxy holders may, in their discretion, 
vote for substitute nominees. 


Nominees for Election as Directors 


Set forth below are the two Board members who will stand for re-election at the Annual Meeting, 
together with their ages, all Company positions and offices each person currently holds and the year in 
which each person joined the Board. 





Position Director 
Name Age or Office Since 
James. R. Ramsey «26.5282 e0ese8e hee e be es 62 Director 2004 
James Re Zar ley «oid coy weld 4 oneal waa 66 Director 2004 


James R. Ramsey. Dr. Ramsey, 62, is the president of the University of Louisville, a position he 
has held since September 2002. Before becoming president, he had served as senior policy advisor and 
state budget director for the Commonwealth of Kentucky as well as senior professor of economics and 
public policy at the University of Louisville since 1999. Dr. Ramsey has held numerous academic 
positions, including serving as vice chancellor for finance and administration at both the University of 
North Carolina at Chapel Hill and Western Kentucky University. He has been associate dean, assistant 
dean and director of public administration in the College of Business Administration at Loyola 
University and a research associate for the University of Kentucky’s Center for Public Affairs. He has 
served on the faculties of the University of North Carolina at Chapel Hill, Western Kentucky 
University, the University of Kentucky, Loyola University and Middle Tennessee State University in 
addition to the University of Louisville. Dr. Ramsey has also held a number of positions in state 
government, including interim commissioner of the Office of the New Economy and special advisor to 
the chairman of the Kentucky Council on Postsecondary Education. Dr. Ramsey serves on the board of 
directors and chairs the audit committee of Community Trust Bancorp, Inc. He also serves on the 
boards of trustees of Churchill Tax-Free Fund of Kentucky and Naragansett Insured Tax-Free Income 
Fund. Dr. Ramsey is being nominated for re-election as a director because of his chief executive 
experience, his financial and accounting experience and his government relations experience. As a 
result of these and other professional experiences, Dr. Ramsey possesses particular knowledge and 
experience that strengthens the Board’s collective qualifications, skills and experience. 


James R. Zarley. Mr. Zarley, 66, serves as chief executive officer of ValueClick, Inc., and has been 
a member of the board of directors of ValueClick since 1999. From his arrival in 1999 until May 2007, 
Mr. Zarley served as chairman and chief executive officer of ValueClick and shaped the company into a 
global leader in online marketing solutions. In May 2007, Mr. Zarley stepped down from the chief 
executive officer role and became executive chairman to focus on the company’s corporate development 
program and European operations. In April 2010, Mr. Zarley returned to the chief executive officer 
role. Prior to joining ValueClick, Mr. Zarley was chief operating officer of Hiway Technologies, where 
he was a leading member of the management team that closed the merger with Verio in 1999. Prior to 
that, Mr. Zarley was chairman and chief executive officer of Best Internet until it merged with Hiway 
Technologies in 1998. Mr. Zarley also founded and later sold Quantech Information Services, now an 
ADP company. In addition, he spent 19 years at RCA in various senior management roles. Mr. Zarley 
is being nominated for re-election as a director because of his chief executive experience specifically in 


a developing industry, his information technology experience and his experience in acquisitions. As a 
result of these and other professional experiences, Mr. Zarley possesses particular knowledge and 
experience that strengthens the Board’s collective qualifications, skills and experience. 


Recommendation 


THE BOARD OF DIRECTORS RECOMMENDS THAT STOCKHOLDERS VOTE “FOR” THE 
ELECTION OF EACH OF THE TWO NOMINEES FOR CLASS I DIRECTOR OF THE COMPANY. 


Other Directors 


The following Class Hf and II directors will continue on the Board for the terms indicated: 


Class II Directors (Terms Expiring at the 2012 Annual Meeting): 


Martin T. Hart. Mr. Hart, 75, has been a private investor in the Denver, Colorado area since 
1969. He has owned and developed a number of companies into successful businesses, and has served 
on the board of directors for many public and private corporations. Presently, Mr. Hart is serving on 
the board of directors of the following public companies: ValueClick, Inc., a single-source provider of 
media, technology and services across major interactive marketing channels; MassMutual Corporate 
Investors, an investment company; and MassMutual Participation Investors, an investment company. 
Until June 2009, he served on the board of directors of Spectranetics Corporation, a medical device 
company. He also continues to serve on the board of directors of several private companies. Mr. Hart 
is a certified public accountant. He is the past Chairman of the Board of Trustees of Regis University. 
Mr. Hart was nominated as a director because of his experience on public company boards, his 
financial and accounting experience and his knowledge of the Company resulting from being a 
long-term investor. As a result of these and other professional experiences, Mr. Hart possesses 
particular knowledge and experience that strengthens the Board’s collective qualifications, skills and 
experience. 


W. Kent Taylor. Mr. Taylor, 55, is our founder and was our Chief Executive Officer from 2000 
until our IPO. Upon the completion of our IPO, Mr. Taylor became Chairman of the Company, an 
executive position. Before his founding of our concept in 1993, Mr. Taylor founded and co-owned 
Buckhead Bar and Grill in Louisville, Kentucky. Mr. Taylor has over 25 years of experience in the 
restaurant industry. Mr. Taylor was nominated as a director because of his chief executive experience, 
his knowledge of the restaurant industry and his intimate knowledge of the Company as its founder. As 
a result of these and other professional experiences, Mr. Taylor possesses particular knowledge and 
experience that strengthens the Board’s collective qualifications, skills and experience. 


Class III Directors (Terms Expiring at the 2013 Annual Meeting): 


G.J. Hart. Mr. Hart, 53, has served as our President since May 2000. Upon the completion of our 
IPO, Mr. Hart became President and Chief Executive Officer. From October 1995 until May 2000, 
Mr. Hart was President of Al Copeland Investments in Metairie, Louisiana, a privately held business 
consisting of four restaurant concepts, hotels, gaming, entertainment and food processing operations. 
From June 1991 to September 1995, Mr. Hart was President of TriFoods International, Inc., a producer 
of prepared food products. Mr. Hart has over 25 years of experience in the food industry. Mr. Hart was 
nominated as a director because of his chief executive experience, his knowledge of the restaurant 
industry and his in-depth knowledge of the Company. As a result of these and other professional 
experiences, Mr. Hart possesses particular knowledge and experience that strengthens the Board’s 
collective qualifications, skills and experience. 


Gregory N. Moore. Mr. Moore, 61, served as the Senior Vice President and Controller of Yum! 
Brands, Inc. until he retired in 2005. He is currently a Financial Consultant and private investor. Yum! 


Brands is the worldwide parent company of Taco Bell, KFC, Pizza Hut, Long John Silver’s and A&W 
All-American Food. Prior to becoming Yum! Brands’ Controller, Mr. Moore was the Vice President 
and General Auditor of Yum! Brands. Before that, he was with PepsiCo, Inc. and held the position of 
Vice President, Controller of Taco Bell and Controller of PepsiCo Wines & Spirits International, a 
division of PepsiCola International. Before joining PepsiCo, he was an Audit Manager with Arthur 
Young & Company in its New York City and Stamford, Connecticut offices. Mr. Moore is a certified 
public accountant in the States of New York and California. Mr. Moore serves on the board and chairs 
the audit committee of 3 Day Blinds, a private company. Until September 2010, he served on the board 
and chaired the audit committee of Environmental Infrastructure Holdings Corp., a public company. 
Mr. Moore was nominated as a director because of his extensive financial and accounting experience in 
the restaurant industry. As a result of these and other professional experiences, Mr. Moore possesses 
particular knowledge and experience that strengthens the Board’s collective qualifications, skills and 
experience. 


James F. Parker. Mt. Parker, 64, served as Chief Executive Officer and Vice-Chairman of the 
Board of Southwest Airlines Co. from June 2001 through July 2004. Before serving at Southwest 
Airlines as Chief Executive Officer, Mr. Parker served as General Counsel of that company from 1986 
until June 2001, and was previously a shareholder in the San Antonio, Texas law firm of Oppenheimer, 
Rosenberg, Kelleher and Wheatley. Mr. Parker serves as a member of the board of directors of 
Sammons Enterprises, Inc., a private company. Mr. Parker was nominated as a director because of his 
chief executive experience, his knowledge of the value-based service industry and the similarity of 
cultures between Southwest Airlines and the Company. As a result of these and other professional 
experiences, Mr. Parker possesses particular knowledge and experience that strengthens the Board’s 
collective qualifications, skills and experience. 


Meetings of the Board of Directors 


The Board met on six occasions and its committees met on 24 occasions during our fiscal year 
ended December 28, 2010. Each incumbent director attended at least 75% of the aggregate number of 
meetings of the Board and its committees on which such director served during his period of service. In 
addition, the Company expects all members of the Board to attend the Annual Meeting; all members 
attended the 2010 Annual Meeting. Four Board meetings are currently scheduled for the fiscal year 
2011. Meetings of non-employee directors, without management directors or employees present, are 
typically scheduled in conjunction with each regularly scheduled Board meeting. 


Leadership Structure of the Board of Directors and Role of the Board of Directors in Risk Oversight 


The Board currently includes five independent and two employee directors, and the positions of 
Chairman and Chief Executive Officer are not occupied by the same individual. As noted above, 
Mr. Taylor and Mr. G.J. Hart are the employee directors. In addition to his employee position, 
Mr. Taylor also holds the position of Chairman of the Board, which he has held since the Company’s 
IPO. Mr. Taylor was named Chairman of the Board in recognition of his founding and continuing 
leadership role in the Company. Mr. G.J. Hart, our President and Chief Executive Officer, joined the 
Board in 2005. There is no lead independent director. We believe that our current Board leadership 
structure is appropriate, as the majority of our Board is composed of independent directors. 


The Board is responsible for overseeing the Company’s risk management strategies. This role 
includes ensuring that Company management has implemented appropriate processes to administer 
day-to-day risk management. The Board is informed about risk management matters as part of its role 
in the general oversight and approval of corporate matters. The Board participates with management in 
an annual strategic planning session, during which, in part, it reviews the risks associated with potential 
strategic initiatives of the Company. The Board gives clear guidance to the Company’s management on 
the risks it believes face the Company, such as the matters disclosed as risk factors in the Company’s 


Annual Report on Form 10-K. Furthermore, the Board has delegated certain risk management 
responsibilities to its committees. 


Through the audit committee’s charter, the Board has authorized it to oversee the Company’s risk 
assessment and risk management policies. The audit committee, in fulfilling its oversight 
responsibilities, regularly and comprehensively reviews specific risk categories which have been 
identified by management. The Company’s internal auditor reports directly to the audit committee on 
the results of internal audits, the scope and frequency of which are based on comprehensive risk 
assessments which have been approved by the audit committee. Additionally, the Company’s risk 
manager annually reports to the audit committee the results of risk mapping exercises conducted by key 
Company employees, which prioritize categories of risks according to likelihood of occurrence and 
potential liability. The audit committee is routinely advised of operational, financial and legal risks both 
during and outside of regularly scheduled meetings, and the committee reviews and monitors specific 
activities to manage these risks, such as insurance plans, hedging strategies and internal controls. 


Through the compensation committee’s charter, the Board has authorized it to oversee employee 
compensation programs. The compensation committee, in fulfilling its oversight responsibilities, reviews 
the compensation practices and policies applicable to all employees, in addition to designing the 
compensation packages applicable to the executive officers and Board members. The compensation 
committee reviews the payments of bonuses and grants of stock awards to key employees on a quarterly 
basis, which are paid and granted, respectively, in accordance with practices previously reviewed by the 
committee. 


The Board’s oversight roles, including the roles of the audit committee and the compensation 
committee, combined with the leadership structure of the Board to include Company management, 
allows the Board to effectively administer risk management policies while also effectively and efficiently 
addressing Company objectives. 


Committees of the Board of Directors 


The Board has three standing committees: the audit committee, the compensation committee and 
the nominating and corporate governance committee. The Board has adopted a written charter for 
each of these committees, which sets out the functions and responsibilities of each committee. The 
charters of these committees are available in their entirety on the Company’s website, 
www.texasroadhouse.com. Please note, however, that the information contained on the website is not 
incorporated by reference in, or considered to be a part of, this proxy statement. 


Audit Committee. As described in its charter, the audit committee assists our Board in fulfilling its 
oversight responsibility relating to: (i) the integrity of the Company’s financial statements, (ii) the 
Company’s compliance with legal and regulatory requirements, (iii) the independence and performance 
of the Company’s internal and external auditors and (iv) the Company’s internal controls and financial 
reporting practices. The audit committee is also required to pre-approve all audit and permitted 
non-audit services provided by our independent auditors. The audit committee reviews all of the 
Company’s earnings press releases and Quarterly and Annual Reports on Form 10-Q and Form 10-K 
prior to filing with the Securities and Exchange Commission (“SEC”). The audit committee is also 
responsible for producing an annual report on its activities for inclusion in this proxy statement. All of 
the members of the audit committee are “independent,” as that term is defined in the listing standards 
under NASDAQ Marketplace Rule 5605(a)(2) and meet the criteria for independence under the 
Sarbanes-Oxley Act of 2002 and the rules adopted by the SEC. The audit committee is currently 
comprised of Messrs. Moore, Parker and Ramsey and is chaired by Mr. Moore. The Board evaluated 
the credentials of and designated Mr. Moore as an “audit committee financial expert” as required by 
Section 407 of the Sarbanes-Oxley Act of 2002. The audit committee met 19 times during the fiscal 
year 2010. 


Compensation Committee. As described in its charter, the compensation committee: (i) assists the 
Board in fulfilling its responsibilities relating to the design, administration and oversight of employee 
compensation programs and benefit plans of the Company’s executive officers, (ii) discharges the 
Board’s duties relating to the compensation of the Company’s directors and (iii) reviews the 
performance of the Company’s executive officers. The compensation committee is also responsible for 
reviewing and discussing with management the Compensation Discussion and Analysis in this proxy 
statement and recommending its inclusion in this proxy statement to the Board. All of the members of 
the compensation committee are “independent” under all applicable rules, including the listing 
standards under NASDAQ Marketplace Rule 5605(a)(2) and the requirements of the SEC. The 
members of the compensation committee are Messrs. Martin Hart, Moore, Parker, Ramsey and Zarley. 
Mr. Parker chairs the committee. The compensation committee met three times during the fiscal year 
2010. 


Nominating and Corporate Governance Committee. As described in its charter, the nominating and 
corporate governance committee assists our Board in: (i) identifying individuals qualified to become 
Board members and recommending nominees to the Board either to be presented at the annual 
meeting or to fill any vacancies, (ii) considering and reporting periodically to the Board on matters 
relating to the identification, selection and qualification of director candidates and (iii) developing and 
recommending to the Board a set of corporate governance principles. The nominating and corporate 
governance committee has no diversity policy; however, the committee considers the diversity of skills 
and professional experience of the persons it identifies as qualified to be Board members. The 
nominating committee routinely evaluates the size and composition of the Board and the variety of 
professional expertise represented by the Board members in relation to the Company’s business. All of 
the members of the nominating and corporate governance committee are “independent” under all 
applicable rules, including the listing standards under NASDAQ Marketplace Rule 5605(a)(2) and the 
requirements of the SEC. The members of the nominating and corporate governance committee are 
Messrs. Martin Hart, Moore, Parker and Zarley. Mr. Moore chairs the committee. The nominating and 
corporate governance committee met two times during the fiscal year 2010. 


Policy Regarding Consideration of Candidates for Director 


The nominating and corporate governance committee will consider timely stockholder 
recommendations for director nominees at the 2012 Annual Meeting if stockholders comply with the 
requirements of the Company’s by-laws. A copy of the by-laws is available on the Company’s website, 
www.texasroadhouse.com. To be considered timely and to be included in our proxy statement and 
related proxy for the 2012 Annual Meeting, stockholders should submit nominations, if any, no later 
than December 10, 2011, to the Company’s Corporate Secretary, at 6040 Dutchmans Lane, Suite 200, 
Louisville, Kentucky 40205. Stockholder nominations should include, among other items, the name of 
the candidate, age, contact information, present principal occupation or employment, qualifications and 
skills, background, last five year’s employment and business experience, a description of current or 
previous service as director of any corporation or organization, other relevant biographical information 
and the nominee’s consent to service on the Board. A stockholder nominee will be requested to 
complete a detailed questionnaire in the form that current directors and officers complete. 


The nominating and corporate governance committee may consider such other factors as it may 
deem are in the best interest of the Company and its stockholders. The manner in which the 
nominating and corporate governance committee evaluates a potential nominee will not differ based on 
whether the nominee is recommended by a stockholder of the Company. 


The Company does not pay a third-party fee to assist in identifying and evaluating nominees, but 
the Company does not preclude the potential for using such services if needed as may be determined at 
the discretion of the nominating and corporate governance committee. 


Compensation of Directors 
As described more fully below, the following table summarizes the total compensation paid or 
accrued for fiscal year 2010 for each of the non-employee directors. 
Director Compensation Table 


Grant Date Fair 





Fees Earned Value of Stock 

or Paid in Cash Awards Total 
Name ($) (S)(1) ($) 
@) | (b) (c) (d) 
Martin Tart: .., 2.4 sass, s.h0-cbared aed hed wed 24,000 195,450 219,450 
Gregory N. Moore ......... 0.000000. e eee 79,500 195,450 274,900 
James: F. Parker 266 ciu.& 4 ee ete hk Be we 8 OE 31,000 195,450 226,450 
James R. Ramsey .............. 00. e ee eee 34,000 195,450 229,450 
James. R. Zarley .si 264 need eee ee ne bin eed 25,500 195,450 220,950 





(1) In February 2010, the non-employee directors were each granted 15,000 restricted stock units, 
which vest in 50% increments each year over two years. For restricted stock units, fair value is 
equal to the closing price of the Company’s common stock on the trading day immediately 
preceding the date of the grant, which was $13.03. No option awards were granted during the 
period of time covered by this table. 


The Company cautions that the amounts reported in the Director Compensation Table for 
these awards may not represent the amounts that the directors will actually realize from the 
awards. Whether, and to what extent, a director realizes value will depend on the Company’s 
actual operating performance, stock price fluctuations and the director’s continued service 
with the Company. 


Non-employee directors each receive an annual fee of $12,500. The chairperson of the audit 
committee receives an additional annual fee of $20,000. Each non-employee director receives $2,000 for 
each Board meeting he or she attends in person and $500 for each Board meeting he or she 
participates in telephonically. Additionally, each non-employee director receives $1,000 for each 
committee meeting he or she attends in person and $500 for each committee meeting he or she 
participates in telephonically. Occasionally, board members serve on temporary committees for which 
they also receive meeting fees and annual fees. 


In February 2008, the non-employee directors were each granted 15,000 restricted stock units, 
where each unit represents the conditional right to receive one share of our common stock upon 
satisfaction of the vesting requirements. The restricted stock units vested in 50% increments each year 
over two years. 


Upon a change in control, each director’s unvested restricted stock units, if any, will become vested 
five days prior to the date of the transaction which results in the change of control. 


Code of Ethics 


The Board has approved and adopted a Code of Business Conduct and Ethics that applies to all 
directors, officers and employees, including the Company’s principal executive officer, the principal 
financial officer and the principal accounting officer. The Code of Business Conduct and Ethics is 
available in its entirety on the Company’s website, www.texasroadhouse.com. The Company intends to 
post amendments to, or waivers from, its Code of Business Conduct and Ethics, if any, that apply to 
the principal executive officer, the principal financial officer or the principal accounting officer on its 
website. 


PROPOSAL 2 
RATIFICATION OF INDEPENDENT AUDITORS 


Pursuant to its charter, the audit committee has appointed the firm of KPMG LLP to serve as the 
independent auditors to audit the financial statements and the internal control over financial reporting 
of the Company for the fiscal year which ends on December 27, 2011. Accordingly, a resolution will be 
presented at the Annual Meeting to ratify the appointment of KPMG LLP. If the stockholders fail to 
ratify the appointment of KPMG LLP, the audit committee will reconsider such appointment. Even if 
the appointment is ratified, the audit committee in its discretion may direct the appointment of a 
different independent registered public accounting firm as the Company’s independent auditors at any 
time during the year if the audit committee believes that such a change would be in the best interests 
of the Company and its stockholders. One or more representatives of KPMG LLP are expected to be 
present at the Annual Meeting, will have the opportunity to make a statement if they desire to do so 
and will be available to respond to appropriate questions. 


Recommendation 


THE BOARD OF DIRECTORS RECOMMENDS A VOTE “FOR” THE RATIFICATION OF 
KPMG LLP AS THE COMPANY’S INDEPENDENT AUDITORS FOR THE FISCAL YEAR 2011. 
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AUDIT COMMITTEE REPORT 


The audit committee of the Board is composed of three directors, all of whom meet the criteria 
for independence under the applicable NASDAQ and SEC rules and the Sarbanes-Oxley Act. The 
committee acts under a written charter adopted by the Board, a copy of which is available on the 
Company’s website at www.texasroadhouse.com. 


The purpose of the audit committee is to assist the Board in its general oversight of the Company. 
The primary responsibilities of the audit committee are to oversee and monitor the integrity of the 
Company’s financial reporting process, financial statements and systems of internal controls; the 
Company’s compliance with legal and regulatory requirements; the independent auditors’ qualifications, 
independence and performance; and the performance of the Company’s internal audit function. The 
audit committee is responsible for the selection, retention, supervision and termination of the 
independent auditors, including resolving disagreements between management and the independent 
auditors. The audit committee is also responsible for overseeing the adequacy of the authority, 
responsibilities and functions of the Company’s internal audit department and for monitoring certain 
aspects of the Company’s risk assessment and risk management practices. 


The audit committee is not responsible for conducting reviews of auditing or accounting 
procedures. Management of the Company has primary responsibility for preparing the Company’s 
financial statements and for the Company’s financial reporting process, including primary responsibility 
for establishing, maintaining and evaluating the effectiveness of internal control over financial 
reporting. The Company’s independent auditors are responsible for auditing and reporting on the 
conformity of the Company’s consolidated financial statements to accounting principles generally 
accepted in the United States. The independent auditors are also responsible for auditing and reporting 
on the effectiveness of the Company’s internal control over financial reporting. The audit committee 
serves a board-level oversight role in which it provides advice, counsel and direction to management 
and the independent auditors on the basis of the information it receives, discussions with the 
independent auditors and the experience of the audit committee’s members in business, financial and 
accounting matters. 


In this context, the audit committee has prepared the following report on its activities and with 
respect to the Company’s audited financial statements for the fiscal year ended December 28, 2010 (the 
“Audited Financial Statements”). 


¢ The audit committee met 19 times during the fiscal year 2010. The committee’s meetings 
included private sessions with the Company’s independent auditors and internal auditor, as well 
as executive sessions consisting of only committee members. The committee also met periodically 
in private sessions with the Company’s Chief Financial Officer and the Company’s General 
Counsel; 


¢ The audit committee revised its charter to incorporate best practices adopted by peer and 
representative companies; 


¢ The audit committee approved an amended charter for the Company’s internal audit 
department; 


¢ The audit committee reviewed the scope, plans and results of the testing performed by the 
Company’s internal auditors and independent auditors in their assessments of internal control 
over financial reporting; 


¢ The audit committee reviewed the matters submitted to it via the confidential, anonymous 
reporting mechanisms regarding concerns about allegedly questionable financial, accounting or 
auditing matters; 
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The audit committee reviewed with management, including the internal auditor and the General 
Counsel, and the independent auditors, the Company’s practices with respect to risk assessment 

and risk management. The overall adequacy and effectiveness of the Company’s legal, regulatory 
and ethical compliance programs were also reviewed; 


The audit committee reviewed and discussed the Company’s Audited Financial Statements for 
the fiscal year 2010 with management; 


The audit committee discussed with KPMG LLP, the Company’s independent auditors for the 
fiscal year 2010, the matters required to be discussed by Statement on Auditing Standards 
No. 61, Communication with Audit Committees; 


The audit committee received from the independent auditors the written disclosures and the 
letter from KPMG LLP required by applicable requirements of the Public Company Accounting 
Oversight Board regarding the independent auditor’s communications with the audit committee 
concerning independence, and has discussed with the independent auditor the independent 
auditor’s independence; 


The audit committee reviewed the selection, application and disclosure of critical accounting 
policies; 


The audit committee reviewed the Company’s earnings press releases; 


The audit committee reviewed the Company’s Quarterly and Annual Reports on Form 10-Q and 
Form 10-K prior to filing with the SEC; and 


Based on the review and discussion referred to above, and in reliance thereon, the audit 
committee recommended to the Board that the Audited Financial Statements be included in the 
Company’s Annual Report on Form 10-K for the fiscal year ended December 28, 2010, for filing 
with the SEC. 


All members of the audit committee concur in this report. 
Gregory N. Moore, Chair 


James F, Parker 
James R. Ramsey 


Fees Paid to the Independent Auditors 
We paid the following fees to KPMG LLP for fiscal years 2010 and 2009: 





2010 2009 
PRTG REGS: ac, car faa) & Sencar ear Stone harmed SG haat Gece ara $527,000 $556,500 
Audit-related Fees... 0... ce ee ee ene 1,500 1,500 
MARI CCS! soo co Doasetecde. data aires eon Seater we reecee er i aoe ae ie wae eae we woes 55,680 — 


All Other Bees. 2:5 & 4.04 BA os Oa ow SS Set ORES SEE wales — — 
$584,180 $558,000 











Audit Fees 


KPMG LLP charged $527,000 and $556,500 in fiscal years 2010 and 2009, respectively, for 
professional services in connection with the audit of the Company’s annual financial statements and its 
internal control over financial reporting and for the reviews of the Company’s financial statements 
included in the Company’s Quarterly and Annual Reports on Form 10-Q and Form 10-K and for 
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services that are normally provided by the accountant in connection with statutory and regulatory filings 
or engagements for the fiscal years shown. 


Audit-related Fees 


KPMG LLP charged $1,500 in both fiscal years 2010 and 2009 for professional services related to 
reviews of specific restaurants’ sales for licensing purposes. Both the retention of KPMG LLP for these 
services and the budget for these services were pre-approved by the audit committee. 


Tax Fees 


KPMG LLP charged $55,680 in fiscal year 2010 for tax consulting services related to structuring 
the Company’s international business operations. Both the retention of KPMG LLP for these services 
and the budget for these services were pre-approved by the audit committee. KPMG LLP did not 
charge the Company for any tax consulting services in fiscal year 2009. 


All Other Fees 


KPMG LLP did not bill the Company for any fees for products and services rendered in fiscal 
years 2010 and 2009 other than those reported in the foregoing paragraphs. 


Pre-approval Policies and Procedures 


The audit committee pre-approved all audit, audit-related and permissible non-audit services 
provided to the Company by KPMG LLP before management engaged the auditors for those purposes. 
The policy of the committee is to review all engagement letters for accounting firms for non-audit 
services while allowing the Company to enter into the agreements, but to specifically pre-approve all 
services to be provided by the firm which performs the annual audit of the Company’s financial 
statements and internal control over financial reporting. 
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CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS 


The audit committee’s charter provides that the audit committee will review and approve any 
transactions between us and any of our executive officers, directors and 5% stockholders, or any 
members of their immediate families, in which the amount involved exceeds the threshold limits 
established by the regulations of the SEC. In reviewing a related-party transaction, the audit committee 
considers the material terms of the transaction, including whether the terms are generally available to 
an unaffiliated third party under similar circumstances. Except as specifically noted, the transactions 
described below were entered into prior to our IPO, and we were contractually obligated to perform 
under these agreements prior to the formation of the audit committee. 


Grants of Franchise or License Rights 


We have licensed or franchised restaurants to companies owned in part by the executive officers, 
directors and 5% stockholders listed below. The licensing or franchise fees paid by these companies to 
us range from 0.0% to 3.5% of restaurant sales. 





Franchise Fees Paid to Us 
Restaurant Name and Ownership Fee Royalty Rate in Fiscal 2010 
($ in thousands) 
Billings, MT ............. W. Kent Taylor (55.0%) — 3.5% 150.4 
Scott M. Colosi (2.0%) 
Bossier City, LA.......... Steven L. Ortiz (66.0%) — 3.5% 159.7 
Brownsville, TX .......... G.J. Hart (61.23%) — 3.5% 169.2 
Steven L. Ortiz (30.61%) 
Everett, MA............. W. Kent Taylor (59.0%) — 3.5% 204.4 
Fargo, ND .............. G.J. Hart (83.84%) — 3.5% 148.1 
Scott M. Colosi (5.05%) 
Longmont, CO........... Steven L. Ortiz (47.5%) — 3.5% 110.0 
McKinney, TX ........... G.J. Hart (30.0%) — 3.5% 141.3 
Steven L. Ortiz (30.0%) 
Scott M. Colosi (2.0%) 
Melbourne, FL(1)......... W. Kent Taylor (34.0%) — — 92.4 
Muncie, IN(2) ........... W. Kent Taylor (11.48%) — $50,000 per year 50.0 
New Berlin, WI .......... G.J. Hart (30.0%) — 3.5% 103.8 
Steven L. Ortiz (30.0%) 
Scott M. Colosi (2.0%) 
Omaha, NE ............. G.J. Hart (68.68%) — 3.5% 158.5 
Scott M. Colosi (10.99%) 
Port Arthur, TX .......... W. Kent Taylor (30.0%) — 3.5% 164.6 
G.J. Hart (30.0%) 
Steven L. Ortiz (30.5%) 
Scott M. Colosi (3.0%) 
Temple, TX ons ea.neak ee Steven L. Ortiz (78.0%) — 3.5% 124.8 
Wichita, KS ..........0.. W. Kent Taylor (51.1%) — 3.5% 226.5 


Scott M. Colosi (4.0%) 





(1) Licensed restaurant which opened in September 1996. In lieu of royalties, the entity pays 
supervision fees. 


(2) Licensed restaurant which opened in November 1996. 
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We have entered into a preliminary franchise agreement with a company which is 95% owned by 
W. Kent Taylor to develop a restaurant at a location which is to be determined. The terms of the 
preliminary franchise agreement provide for no initial franchise fees and royalties of 3.5% of restaurant 
sales. During 2010, we received no payment from this franchise restaurant, as none was due. The 
executive officers will not be granted any additional franchise rights. 


The franchise agreements and preliminary franchise agreements that we have entered into with our 
executive officers, directors and 5% stockholders contain the same terms and conditions as those 
agreements that we enter into with our other domestic franchisees, with the exception of the initial 
franchise fees and the royalty rates, which are currently $40,000 and 4.0%, respectively, for our other 
domestic franchisees. With the exception of the Melbourne, FL and Muncie, IN licensed restaurants, 
we have the contractual right, but not the obligation, to acquire the restaurants owned by our executive 
officers, directors and 5% stockholders based on a pre-determined valuation formula which is the same 
as the formula contained in the domestic franchise agreements that we have entered into with other 
franchisees with whom we have such rights. A preliminary agreement for a franchise may be terminated 
if the franchisee does not identify and obtain our approval of its restaurant management personnel, 
locate and obtain our approval of a suitable site for the restaurant or does not demonstrate to us that 
it has secured necessary capital and financing to develop the restaurant. Once a franchise agreement 
has been entered into, it may be terminated if the franchisee defaults in the performance of any of its 
obligations under the agreement, including its obligations to operate the restaurant in strict accordance 
with our standards and specifications. A franchise agreement may also be terminated if a franchisee 
becomes insolvent, fails to make its required payments, creates a threat to the public health or safety, 
ceases to operate the restaurant or misuses the Texas Roadhouse trademarks. 


Other Related Transactions 


The Longview, Texas restaurant, which was acquired by us in connection with the completion of 
our IPO, leases the land and restaurant building from an entity controlled by Steven L. Ortiz, our 
Chief Operating Officer. The lease is for 15 years and will terminate in November 2014. The lease can 
be renewed for two additional periods of five years each. Rent is approximately $19,000 per month. 
The lease can be terminated if the tenant fails to pay the rent on a timely basis, fails to maintain the 
insurance specified in the lease, fails to maintain the building or property or becomes insolvent. Total 
rent payments for 2010 were approximately $224,000. 


The Bossier City, Louisiana restaurant, of which Steven L. Ortiz beneficially owns 66.0% and we 
own 5.0%, is leased from an entity owned by Mr. Ortiz. The lease is for 15 years and will terminate on 
March 31, 2020. The lease can be renewed for three additional periods of five years each. Rent is 
approximately $16,600 per month and escalates 10% each five years during the term. The lease can be 
terminated if the tenant fails to pay rent on a timely basis, fails to maintain insurance, abandons the 
property or becomes insolvent. The tenant’s obligation to pay rent commenced in April 2005 and total 
rent payments for 2010 were approximately $193,000. The audit committee ratified this transaction in 
February 2005 after considering market rentals of comparable land and building leases and considering 
our limited ownership interest. Additionally, the audit committee requested that we attempt to 
purchase the land and building from Mr. Ortiz’ entity in the event the restaurant is ever acquired by us. 


We entered into real estate lease agreements for franchise restaurants located in Everett, MA, of 
which W. Kent Taylor beneficially owns 59.0%, Longmont, CO, of which Steven L. Ortiz owns 47.5%, 
and Fargo, ND, of which G.J. Hart owns 83.84% and Scott M. Colosi owns 5.05%, before our granting 
franchise rights for those restaurants. We have subsequently assigned the leases to the franchisees, but 
we remain contingently liable if a franchisee defaults under the terms of a lease. The Longmont lease 
expires in May 2014, the Everett lease expires in February 2018 and the Fargo lease expires in July 
2016. 
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PROPOSAL 3 
ADVISORY VOTE ON EXECUTIVE COMPENSATION 


The Board of Directors requests stockholder approval of the compensation of the Company’s 
Named Executive Officers as described in the Compensation Discussion and Analysis, the Executive 
Compensation section and the other related executive compensation tables and related discussions in 
this proxy statement. As an advisory vote, the outcome of the voting on this proposal is not binding 
upon the Company; however, the compensation committee, which is responsible for establishing and 
administering the Company’s executive compensation program, values the opinions expressed by 
stockholders on this proposal and will consider the outcome of the vote when making future 
compensation decisions for Named Executive Officers. 


The objective of the compensation committee in setting and evaluating the compensation of our 
Named Executive Officers is to provide those officers with a package that is competitive with 
comparable positions in similar industries and which, in total, promotes the profitability of the 
Company by tying a significant amount of each officer’s compensation to the overall performance of 
the Company. As a result, compensation for the Named Executive Officers is divided into three key 
components: (1) base salary, which provides a secure base of compensation and serves to motivate and 
retain our Named Executive Officers; (2) an incentive bonus, which rewards our Named Executive 
Officers for the success of the Company as measured by growth in the Company’s earnings per diluted 
share, and for each officer’s individual contribution to that success; and (3) grants of restricted stock 
units, which offer the Named Executive Officers a financial interest in the long-term success of the 
Company and align their interests with those of our stockholders. 


This structure, along with the culture and values of our Company, allows the Company to attract 
and retain top talent, while also encouraging our officers to keep their focus on key strategic financial 
and operational goals. Therefore, the Board requests approval of the compensation packages of our 
Named Executive Officers. 


Recommendation 


THE BOARD OF DIRECTORS RECOMMENDS THAT STOCKHOLDERS VOTE “FOR” THE 
EXECUTIVE COMPENSATION DETAILED IN THIS PROXY STATEMENT. 


16 


PROPOSAL 4 
ADVISORY VOTE ON FREQUENCY OF ADVISORY VOTE ON EXECUTIVE COMPENSATION 


This Proposal 4 provides stockholders the opportunity to cast an advisory vote on how frequently 
they would like to cast advisory votes on executive compensation (a “say-on-pay” vote). Under this 
Proposal 4, stockholders may vote to conduct a say-on-pay vote every year, every two years or every 
three years. As an advisory vote, the outcome of the voting on this proposal is not binding upon the 
Company; however, the Board values the opinions expressed by stockholders in their vote on this 
proposal. 


As stated above, the compensation program for the Named Executive Officers is closely tied to the 
long-term achievement of the Company’s financial and operational objectives. Of the three key 
components of executive compensation, two are directly impacted by the Company’s financial success 
over a period of years. We believe that this structure aligns our officers’ interests with those of our 
stockholders and keeps their focus on long-term business development, as well as short-term financial 
results. This structure is complemented by the fact that the employment agreements of our Named 
Executive Officers have historically been multi-year contracts. 


Based on these considerations, we feel that our stockholders can most meaningfully evaluate the 
compensation offered to our Named Executive Officers by considering their performance relative to the 
performance of the Company over a period of three years. Evaluating these items annually, or even 
bi-annually, carries the risk of focusing on and/or reacting to short-term results which could, in effect, 
cause an excessive shift in focus toward short-term goals, as opposed to a balanced approach involving 
long-term brand building as well as near-term results. We believe having the opportunity to vote once 
every three years will allow our stockholders to more fully and accurately assess the success or failure 
of our compensation strategies in light of Company performance for the relevant time period. 


In addition, the compensation committee believes that an advisory vote on this issue once every 
three years will provide the committee with an appropriate amount of time to thoughtfully consider any 
concerns raised by the stockholders, to develop a response to those concerns and to implement changes 
to the executive compensation plans if necessary. Therefore, the Board recommends approval of a 
frequency of “every three years” for the say-on-pay vote. 


Recommendation 


THE BOARD OF DIRECTORS RECOMMENDS THAT STOCKHOLDERS SELECT “EVERY 
THREE YEARS” AS THE FREQUENCY WITH WHICH SAY ON PAY VOTES WILL BE 
CONDUCTED. 
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COMPENSATION DISCUSSION AND ANALYSIS 
Compensation Overview and Philosophy 


We entered into new employment agreements with G.J. Hart, Scott M. Colosi, W. Kent Taylor, 
Steven L. Ortiz and Sheila C. Brown, our Named Executive Officers, on January 14, 2008, which were 
effective as of December 26, 2007. On February 18, 2010, we amended those employment agreements 
to extend the term of each officer’s employment from January 7, 2011 until January 7, 2012 at the 
same annual base salary and annual base incentive bonus amount (the “Amendments”). In the 
discussion below, we refer to the employment agreements, as they have been amended, as the 
Employment Agreements. 


Each officer’s Employment Agreement establishes a base salary which is to remain constant 
throughout the term of the agreement. The Employment Agreements also establish an incentive bonus 
amount based on the achievement of defined goals to be established annually by the compensation 
committee. Except with respect to Mr. Taylor’s employment agreement, the amount of the annual base 
incentive bonus may be increased 5% each year through the term, provided that there has been an 
appropriate increase in the goals to be achieved each year, as determined by the compensation 
committee. Except with respect to Mr. Taylor’s employment agreement, each officer’s Employment 
Agreement provides for the grant of restricted stock units, the conditional right to receive shares of our 
common stock upon vesting. Each officer has agreed not to compete with us during the term of his or 
her employment and for a period of two years following his or her termination of employment, unless 
the officer’s employment is terminated without cause following a change in control, in which case the 
officer has agreed not to compete with us through the date of the last payment of the officer’s 
severance payments. 


The underlying philosophy reflected in the Employment Agreements was to provide the Named 
Executive Officers with a compensation package which, in total, would promote the profitability of the 
Company and which was a pragmatic response to external market conditions; that is, compensation that 
is competitive with comparable positions in similar industries, including the casual dining sector of the 
restaurant industry, but which is reasonable and in the best interests of our stockholders. We believe 
that the overall design of the compensation packages, along with the culture and values of our 
Company, allows us to attract and retain top talent, while also keeping the Named Executive Officers 
focused on both long-term business development and short-term financial growth. 


To assist them in the determination of the compensation packages under the Employment 
Agreements, in 2007 the compensation committee retained the Mercer human resources consulting firm 
to provide services. Mercer was asked to gather actual data for positions the same as or similar to 
those of the Named Executive Officers. The compensation committee requested that data be presented 
for the following companies: Applebee’s International; Benihana; BJ’s Restaurants; Buffalo Wild Wings; 
California Pizza Kitchen; Cheesecake Factory; Bob Evans Farms; IHOP; Morton’s Restaurant; 
O’Charley’s; Panera Bread; Rare Hospitality International; Red Robin Gourmet Burgers; Ruby 
Tuesday; and Ruth’s Chris Steak House. These companies were selected on the basis of their size, 
complexity, revenue and/or segment of the restaurant industry relative to the Company. 


The compensation committee did not strive to target any specified percentile of any element of the 
peer companies’ compensation. Rather, the compensation committee applied the business judgment of 
the committee members to design compensation packages for the Named Executive Officers based on 
the specific philosophies described below taking into account all surrounding facts and circumstances. 
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Elements of Compensation 
Base Salary 


Base salaries for our Named Executive Officers are designed to provide a secure base of 
compensation which will be effective in motivating and retaining key executives. The actual amounts 
paid to each Named Executive Officer during the fiscal year 2010 are more fully described in 
“Executive Compensation.” 


Each officer’s Employment Agreement established an annual salary as shown in the table below 
which is to remain constant throughout the term of the agreement. 


Annual Salary 
_ & 
GV art ad %, ote aoe Baek, eee AP, 5. ERNE G AE BGs Boe ie Be GE ek 600,000 
President, Chief Executive Officer 
Scott Ms Colosi. a: 8e 8 aned o aelg da awe Md edad sin a wade ee he aa 300,000 
Chief Financial Officer 
W. Kent Taylor veo i446 40h in er aoa Gale Dae ie ae aa ee eae 300,000 
Chairman 
Steven: Ly OT is oss deed ar Shea a ead Pain nda ie ma aad Pardes 460,000 
Chief Operating Officer 
ShiéilaC; Brow oes sce) 6 dee 6 sod a ee a 4 he ed a 225,000 


General Counsel, Corporate Secretary 


Incentive Bonus 


Incentive bonuses are designed to reward our Named Executive Officers for the success of the 
Company, as measured by growth in the Company’s earnings per diluted share (““EPS’’), and for each 
officer’s individual contribution to that success. It is our belief that a significant amount of each 
officer’s compensation should be tied to the performance of the Company. 


Each year, the compensation committee establishes a new annual target for the Named Executive 
Officers under the existing incentive compensation program. In February 2010, an EPS target of $0.705 
to $0.735 was approved. The annual target represented management’s estimate of EPS for the fiscal 
year 2010 and reflected EPS growth of five to ten percent over the actual results achieved during fiscal 
year 2009. Management’s estimate was primarily driven by the uncertainty of the macroeconomic 
environment and the impact on the restaurant industry and the Company, offset by anticipated food 
cost deflation. Depending on the level of achievement of the EPS target each year, the bonus may be 
reduced to a minimum of $0 or increased to a maximum of two times the base amount. The base, 
minimum and maximum amounts payable to each officer are shown in the table below. Each $0.005 
change from the EPS target results in an increase or decrease of 7% to the base bonus amount within 
the range specified. For example, if we achieved $0.74 of EPS, the bonus payable would have been 
107% of the base bonus amount. Conversely, if we achieved $0.70, the bonus payable would have been 
93% of the base bonus amount. The annual target can be adjusted for acquisitions or divestitures, 
accounting changes and other extraordinary events as noted by the compensation committee. No such 
adjustments were made to the 2010 annual target, and in February 2011, the committee authorized 
bonus payments to the officers at 191% of the base amount, based on actual EPS achieved during fiscal 
year 2010. The actual amounts earned by each Named Executive Officer during fiscal year 2010 are 
more fully described in ‘Executive Compensation.” 


We pay bonuses on a quarterly basis, based upon achievement of quarterly targets that equal, in 
the aggregate, the annual target. 
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Executive Incentive Compensation for the Fiscal Year 2010 





Name Base Bonus $ Minimum Bonus $ Maximum Bonus $ 
Ge, Harts oad a kat ee eS a REA REA SRO REDS OATS 600,000 — 1,200,000 
SCOtt. (Ms ‘COlOST ee sos we bi Se ae ee oe Ge ee 250,000 — 500,000 
W. Kent Taylor jcc 3c se 3ea vo ee ebees bu eed eas 200,000 — 400,000 
Steven Lie OT Z sg be Gael 4 aie Ba ew eae 4 400,000 — 800,000 
Sheila C. Brown... 0... cee es 100,000 — 200,000 


Stock Awards 


Prior to fiscal year 2008, we had historically granted stock options to approximately 1,000 
employees, including our Named Executive Officers except Mr. Taylor. Under our 2004 Equity 
Incentive Plan, the exercise price of stock options is the closing price of our stock on the trading day 
immediately preceding the date of the grant. It was our practice to grant options quarterly on the day 
that follows the third full trading day after the public release of the Company’s earnings for the prior 
fiscal quarter. 


Beginning with fiscal year 2008, we have awarded restricted stock units in lieu of stock options to 
those employees who had been eligible to receive stock options. Each restricted stock unit represents 
the conditional right to receive one share of our common stock upon satisfaction of the vesting 
requirements. We have continued our practice of granting these awards quarterly on the day that 
follows the third full trading day after the public release of the Company’s earnings for the prior fiscal 
quarter. 


Except with respect to Mr. Taylor’s employment agreement, the Employment Agreements provide 
for the granting of restricted stock units. We believe that restricted stock units, like stock options, offer 
the Named Executive Officers a financial interest in the Company and align their interests with those 
of our stockholders. Similar to stock options, the value of a restricted stock unit is dependent upon the 
price of our common stock on the date of vesting. Therefore, a recipient of a restricted stock unit is 
motivated to improve the Company’s performance in the hope that the performance will be reflected 
by the stock price. Restricted stock units also serve to retain the Named Executive Officers as they vest 
over a period of time. The number of restricted stock units granted to each officer reflects each 
officer’s job responsibilities and individual contribution to the success of the Company. The number of 
restricted stock units granted in 2008 are shown in the table below. Each of these grants vest in 25% 
increments each January 7 over a four-year period. Mr. Taylor requested that he not be granted any 
restricted stock units, and the compensation committee honored his request. 


Restricted Stock 
Units granted 
pursuant to 
2008 Employment 


Agreements 
Gillie Hatt. 5-4 ars. Ste ae Bis Oe ee 4 oe Rs. 2 ee 240,000 
Scott M:. Colosi...sis0404.0485644 444600055 GAEDE ASS ESE ORS 125,000 
W.Remt Taylor x. ceaseless «, Gectie ee os sete cg se iat ee eh tien ele geek — 
Steven Ihe O1tiZ sa 6 sh 0 aie ee doe he kn HEA AR ERAS RS TES 175,000 
Sheila GC; BrOwin 5.26 gxecsrc.&, &, 5, hhee eee 58 Beare a ee 6, Eee Aslan dae Bee she 75,000 


There were no grants of stock awards to the Named Executive Officers during fiscal year 2010. 
Except with respect to Mr. Taylor’s employment agreement, the Amendments provided for a grant to 
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each officer of restricted stock units in the amounts set forth below on January 8, 2011, which stock 
will vest on January 7, 2013. 


Restricted Stock 
Units granted 
pursuant to 


Amendments 
CSM TA ose ce, 1h sree ce bs resect Peace, cade Se share acd togieh tance da onde Ge eeidletd od, ah eto 80,000 
Scott Mx Colost ss. jcc ine sok dv aoe ne eh eR Ow Se we Re Oe Bek 41,667 
WING It TAVLOL: ox i0.% 2.08 Gina: ste eG cha Gin elteo de bw) Bes ee ae eb ws Bieas al ee bak Bie — 
Steven Ly OMiZss4.ca0 8 oc bvaw Sead vow Bhs EASE OEE MS RS 58,333 
Sheila. C. BROWN: 4. 6.x. wieech. & Gece san sree dre. G Sees as ire bs wo dnces aera w Gee a ae 25,000 


Separation and Change in Control Arrangements 


The Employment Agreements provide that, except in the event of a change in control, no 
severance will be paid to Messrs. Hart, Taylor or Ortiz upon termination of employment, but each is 
entitled to receive a crisp $100 bill if his employment is terminated by us without cause before the end 
of the term. Except in the event of a change in control, the Employment Agreements with Mr. Colosi 
and Ms. Brown provide that if we terminate either of their employment without cause before the end 
of the term, and if the officer signs a release of all claims against us, we will pay a severance payment 
equal to the officer’s base salary for a period of 180 days in addition to 50% of the incentive bonus 
earned by the officer during the last four full fiscal quarters immediately preceding the fiscal quarter in 
which the termination occurred. The salary component of the severance payments is subject to 
deductions and withholdings and is to be paid to the officers in periodic installments in accordance 
with our normal payroll practices. The bonus component of the severance payments to the officers is to 
be paid on the same date as the payment would have been made had his or her employment not been 
terminated. 


The Employment Agreements with each of the officers also provide that if the officer’s 
employment is terminated other than for cause following a change in control, or if the officer resigns 
for good reason following a change in control because he or she is required to move, the Company’s 
successor does not agree to be bound by the agreement, or the officer’s duties, pay or total benefits are 
reduced, such officer will receive severance payments in an amount equal to the officer’s base salary 
and incentive bonus for a period which is the longer of through the end of the term of the agreement 
or one year. In addition, the officer’s unvested stock options or other stock awards, if any, will become 
vested as of the date of termination. The payments and acceleration of vesting of the stock options or 
other stock awards are contingent upon the officer signing a full release of claims against us. The salary 
component of the severance payments is subject to deductions and withholdings and is to be paid to 
the officers in periodic installments in accordance with our normal payroll practices. The bonus 
component of the severance payments to the officers is to be paid on the same date as the payment 
would have been made had his or her employment not been terminated. 


The estimated amounts that would have been payable to a Named Executive Officer under these 
arrangements are more fully described in ““Termination, Change of Control and Change of 
Responsibility Payments.” 
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COMPENSATION COMMITTEE REPORT 


The compensation committee has reviewed and discussed the Compensation Discussion and 
Analysis required by Item 402(b) of Regulation S-K with management. Based on such review and 
discussions, the compensation committee recommended to the Board that the Compensation Discussion 
and Analysis be included in this proxy statement and incorporated by reference into the Company’s 
Annual Report on Form 10-K for the year ended December 28, 2010. 


All members of the compensation committee concur in this report. 


James F. Parker, Chair 
Martin T. Hart 
Gregory N. Moore 
James R. Ramsey 
James R. Zarley 


COMPENSATION COMMITTEE INTERLOCKS AND INSIDER PARTICIPATION 


The compensation committee of the Board is comprised of Messrs. Martin Hart, Moore, Parker, 
Ramsey and Zarley, each a non-employee director of the Company. None of our executive officers 
serve on the compensation committee or board of directors of any other company of which any 
members of our compensation committee or any of our directors is an executive officer. 
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EXECUTIVE COMPENSATION 


The following table sets forth the total compensation paid or accrued for the fiscal years 2010, 
2009 and 2008 for G.J. Hart, our President and Chief Executive Officer, Scott M. Colosi, our Chief 
Financial Officer, and each of our three other most highly compensated executive officers, each of 


whom were executive officers at the end of the fiscal year 2010. 


Summary Compensation Table 


Grant Date 








Fair Value Non-equity 
of Stock Incentive Plan 
Salary Bonus Awards Compensation Total 

Name and Principal Position Year ($) ($) (1) ($) (2) ($) ($) 

(a) (b) (c) (d) (e) (f) (g) 
Gio Mart 2.5455.%.0% Soe Bee Boas Baa eas 2010 600,000 —_— — 1,142,400 1,742,400 
President, Chief Executive Officer 2009 600,000 — — 1,200,000 1,800,000 
2008 600,000 — 2,344,800 324,000 3,268,800 
Scott M. Colosi ........... 0000000 2010 300,000 200 — 476,000 776,200 
Chief Financial Officer 2009 300,000 200 — 500,000 800,200 
2008 300,000 200 = 1,221,250 135,000 1,656,450 
W. Kent Taylor...............2-005- 2010 300,000 —_ —_— 380,800 680,800 
Chairman of the Company 2009 300,000 — — 400,000 700,000 
2009 300,000 — —_— 108,000 408,000 
Steven Li. Ortiz vc cg csctie sei da wee ees 2010 460,000 —_— —_— 761,600 1,221,600 
Chief Operating Officer 2009 460,000 —_— —_— 800,000 1,260,000 
2008 460,000 200 1,709,750 216,000 2,385,950 
Sheila C. Brown... .........2 0000005 2010 225,000 200 — 190,400 415,600 
General Counsel, Corporate Secretary 2009 225,000 200 — 200,000 425,200 
2008 225,000 200 732,750 54,000 1,011,950 





(1) This column represents holiday bonus awards paid to the Named Executive Officers for the fiscal 
years ended December 28, 2010, December 29, 2009 and December 30, 2008. 


(2) For restricted stock units, fair value is equal to the closing price of the Company’s common stock 
on the trading day immediately preceding the date of the grant, which was $9.77. No option 
awards were granted during the period of time covered by this table. 


The Company cautions that the amounts reported in the Summary Compensation Table for these 
awards may not represent the amounts that the Named Executive Officers will actually realize 
from the awards. Whether, and to what extent, a Named Executive Officer realizes value will 
depend on the Company’s actual operating performance, stock price fluctuations and the Named 
Executive Officer’s continued service with the Company. Additional information on all outstanding 


stock and option awards is reflected in the “Grants of Plan-Based Awards Table” and the 
“Outstanding Equity Awards at Fiscal Year End Table.” 


Grants of Plan-Based Awards in Fiscal Year 2010 


There were no grants of stock awards to the Named Executive Officers during fiscal year 2010. 
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Outstanding Equity Awards 


The following table presents information with respect to outstanding stock option and stock awards 
as of December 28, 2010 by the Named Executive Officers. 


Outstanding Equity Awards at Fiscal Year End Table 








Option Awards Stock Awards 
Number of Number of Number of Market Value 
Securities Securities Shares or of Shares or 
Underlying Underlying Units of Units of 
Unexercised —Unexercised Option Stock That Stock That 
Options Options Exercise Option Have Not Have Not 
Exercisable | Unexercisable Price Expiration Vested Vested 
Name (#) (#) ($) Date(1) (#) (2) ($)(3) 
(a) (b) (c) (d) (e) (f) (g) 
Gi, Hatt: sa. cvscchosanas 175,000 -_ 8.75  10/08/2014(i) 120,000() 2,077,200 
Scott M. Colosi.......... 35 — 3.45 09/09/2012) 62,500(41) 1,081,875 
35 3.45 — 09/09/2012(iii) 
35 3.45 09/09/2012(iv) 
3,480 3.45 09/09/2012(ii) 
18,750 8.75 10/08/2014(v) 
95,000 8.75 10/08/2014 (vi) 
W. Kent Taylor .......... — — NA NA — NA 
Steven L. Ortiz .......... 7,402 8.75 — 10/04/2014(vii) 87,500Gii) 1,514,625 
28,160 8.75 10/04/2014(vii) 
57,000 8.75 10/08/2014 (viii) 
57,000 8.75 10/08/2014(v) 
171,000 8.75. 10/08/2014 (vi) 
Sheila C. Brown.......... — — NA NA 37,500(iv) 649,125 





(1) The option vesting dates are as follows: 
(i) 10/08/2007 
(ii) 09/09/2006 
(iii) 09/09/2007 
(iv) 09/09/2008 
(v) 10/08/2006 
(vi) 10/08/2007 
(vii) 10/04/2005 
(viii) 10/08/2005 


See the “Compensation Discussion and Analysis” for the conditions of accelerated vesting upon 
termination of employment other than for cause. 


(2) The vesting schedule is as follows: 
(i) 60,000 shares on each of January 7, 2011 and January 7, 2012 
(ii) 31,250 shares on each of January 7, 2011 and January 7, 2012 
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(iii) 43,750 shares on each of January 7, 2011 and January 7, 2012 
(iv) 18,750 shares on each of January 7, 2011 and January 7, 2012 


See the Compensation Discussion and Analysis for the conditions of accelerated vesting upon 
termination of employment other than for cause. 


(3) Market value was computed using the Company’s closing stock price on December 28, 2010 of 
$17.31 per share. 

Option Exercises 
The following table presents information with respect to stock options exercised during the fiscal 


year ended December 28, 2010 by the Named Executive Officers. 


Option Exercises and Stock Vested Table 








Option Awards Stock Awards 
Number of Number of 
Shares Acquired Value Realized Shares Acquired Value Realized 

on Exercise on Exercise on Vesting on Vesting 
Name (#) ($)() (#) ($) (2) 
(a) (b) (c) (d) (e) 
CSI ATs, sg eet toate taeda tae ae ae 205,448 986,614 60,000 669,000 
Scott Mi Cols) <.5x4645 owddes ee es be 221,415 2,586,426 31,250 348,438 
W. Rent Taylors .cid etre om arows — NA — NA 
Steven, L. OFZ. cs44ée4e5s40 60485945 — NA 43,750 487,812 
Sheila C.. Brow ws... 4.0 ceo8 Ga re wa as 114,264 425,191 18,750 209,063 





(1) The value realized upon exercise of options represents the difference between the market value of 
the underlying securities at exercise and the exercise price of the options. 


(2) The value realized upon vesting of restricted stock units represents the market value of the 
underlying shares on the vesting date. 
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Termination, Change of Control and Change of Responsibility Payments 


The following table lists the estimated amounts payable to a Named Executive Officer if his or her 


employment had been terminated without cause unrelated to a change of control on December 28, 
2010, the last day of our fiscal year, provided that each officer signed a full release of all claims against 











us. 
Termination Payments Table 
Estimated Value of 
Estimated Newly Vested Stock 
Payments Awards Total 
Name ($)() ($)(2) ($) 
(a) (b) (c) (d) 
Goody ATe 4.5, «gee 3, tite Wied a Secale Ge 4, agin ee heed A bites Wek a 100 2,077,200 2,077,300 
Scott-'M, Colosties ii ocsb.¥ou st Gee dwee dots wads Geen es 397,945 1,081,875 1,479,820 
W. Kent Taylor scsccd toe maea he earn wide ga need ne deans 100 NA 100 
steven Ly, OFZ 644 sce dene ees edie eee aees oaeend ds 100 1,514,625 1,514,725 
sheila: Cy BroOwiiy 5s. 06-15% 4) eae eit we Whe Sal tee Gh aed a pa ew Sah ore 210,959 649,125 860,084 
(1) Messrs. Hart, Taylor and Ortiz were each entitled to a crisp $100 bill upon the termination of their 
employment without cause. If the employment of Mr. Colosi had been terminated under those 
circumstances, he would have received the amount of his annual base salary then in effect 
($300,000) for 180 days, plus 50% of the bonus he earned ($500,000) during the four quarters 
preceding the fourth quarter of the fiscal year 2010. If the employment of Ms. Brown had been 
terminated under those circumstances, she would have received the amount of her annual base 
salary then in effect ($225,000) for 180 days, plus 50% of the bonus she earned ($200,000) during 
the four quarters preceding the fourth quarter of the fiscal year 2010. 
(2) Except with respect to Mr. Taylor, who has no restricted stock units, each officer’s restricted stock 


units would have become immediately exercisable upon a termination of his or her employment 
without cause. The amounts shown in this column represent the value of the restricted stock units 
at the closing price of our common stock on December 28, 2010, which was $17.31. The number of 
restricted stock units which would have vested on that date is shown in “Outstanding Equity 
Awards.” None of the Named Executive Officers had unvested stock options as of December 28, 
2010. 
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The following table lists the estimated amounts payable to a Named Executive Officer if his or her 


employment had been terminated without cause following a change of control, or if any of the officers 
had resigned his or her position for good reason following a change of control, on December 28, 2010, 
the last day of our fiscal year, provided that each officer signed a full release of all claims against us. 





Change in Control, Change in Responsibilities Payments Table 


Estimated Value of 
Estimated Newly Vested Stock 











Payments Awards Total 
Name ($)(1) ($)(2) ($) 
(a) (b) (c) (d) 
GW. Matt: . shee 2d dees es aed tes da ease os oes 1,211,538 2,077,200 3,288,738 
SCOUT IMs: COLOSI Sat, Sg ees crtek ny Sapa cote tr das aerate tga ty 555,769 1,081,875 1,637,644 
W. Kent Taylot gs26.s63 s344 coe 6s Se ea Sb sha ed kos 505,769 NA 505,769 
Steven Wi Orzo pecars dager tars Restated ho ctatetsatd, aenstere 868,846 1,514,625 2,383,471 
Sheila C; BLOWN s4.3.0c264 048 6S ee4do4 6c G4d48 655 eae 329,327 649,125 978,452 
(1) If the employment of any of the officers had been terminated without cause following a change of 
control, or if any of the officers had resigned his or her position for good reason following a 
change of control, the officer would have received the amount of his or her then current base 
salary and incentive bonus through the end of the term of the officer’s employment agreement, but 
not less than one year. Had an officer’s employment been so terminated on December 28, 2010, 
each officer would have continued to receive payment through January 7, 2012. 
The table below details the estimated payment for each officer. 
Total 
Estimated 
Salary Bonus Payments 
Name ($) ($) ($) 
(a) (b) (c) (d) 
Gd Aare o 3.50% jhe 8.5 0e Mods BGOES Soe Be SERS EGOS 611,538 600,000 1,211,538 
Scott M.COlOSt 6 cscs nage ba tamedehe ed eces dean woes 305,769 250,000 555,769 
W... Kent, Taylot-. ¢: cass30% 6 eevee ad a hoe eee & Bee ee ad au 305,769 200,000 505,769 
Steven Js OnmtiZ. sie orc anh, 5 of ea ste Bek, Bee, Be Wi bod tbe wep Sa 468,846 400,000 868,846 
Sheila 'C. BrOWD 3) o04 3426 3Ges % bees gto sb OeR ESS POS 229,327 100,000 329,327 
(2) Except with respect to Mr. Taylor, who has no restricted stock units, each officer’s restricted stock 


units would have become immediately exercisable upon a termination of his or her employment 
without cause following a change of control, or if any of the officers had resigned his or her 
position for good reason following a change of control. The amounts shown in this column 
represent the value of the restricted stock units at the closing price of our common stock on 
December 28, 2010, which was $17.31. The number of restricted stock units which would have 
vested on that date are shown in “Outstanding Equity Awards.” None of the Named Executive 
Officers had unvested stock options as of December 28, 2010. 


27 


STOCK OWNERSHIP INFORMATION 


The following table sets forth as of December 28, 2010 certain information with respect to the 
beneficial ownership of the Company’s common stock of (i) the Chief Executive Officer, the Chief 
Financial Officer and the other three executive officers of the Company who earned the highest total 
compensation during the fiscal year 2010 (the “Named Executive Officers’), (ii) each director or 
nominee for director of the Company, (iii) all directors and executive officers as a group, and (iv) each 
stockholder other than management stockholders known by the Company to be the owner of 5% or 
more of the Company’s common stock. The Company has no shares of preferred stock outstanding. In 
the table below, the voting percentages reflect all the shares common stock outstanding as of 
December 28, 2010. 


Common Stock(1) 


Common Stock 
Name Ownership(2) Percent 











Directors, Nominees and Named Executive Officers: 


W. Kent Taylor(3)(4). 2s.esicnudsaeenades eeed add oeew seed owes dead ad 8,200,008 11.35% 
(GJ a 5. ce, cg herbs Sach 0 8 See ARES. ES cee be We Hoe Whee, A a bod Gide Ss 289,032 ‘i 
Martin TV: Hart(5) 02 034.443 we wi das 2S ONS Ed Beh OS OGe ERE Dae 6 HOHE 213,008 * 
Gregory N.. MOOLE 4.6 bee eet oe ie ee tig eee a eis ee eg eae ead co ee 64,722 = 
James FE, Parket: «4:1 :04-c 40a ae a0 ds hie ws Ade ak wd Gh Aaah DRA RW ae OE 73,560 ‘i 
James R. Ramsey. % ses: sa sta ee eee AEs pe ee ae see Oe Se eee ew 73,368 * 
James. R: Aartley 3.0204 6cs be ebenes See bens ¥aeSGnee eae dete evans s 62,500 * 
Steven ih OrZ so 46244 4 deana daha bare ab wena ha Gs 4g he eee 3 595,628 * 
Scott..M. Colost. «s4644 c.esnadsicwae cad eave ohaes bad a eee ad Sa 203,045 si 
Sheila:@:. BrOWi « «4.5. é4o<.ade6 Cities ha eh a, aeee, ah ee a Ge ead 68,048 ‘ 
Directors, Nominees and All Executive Officers as a Group (10 Persons) ..... 9,842,919 13.45% 
Other 5% Beneficial Owners** 

Capital Research Global Investors....... 0... 0... cee eee eee 4,672,200(6) 6.47% 


333 South Hope Street 
Los Angeles, California 90071 


Prudential Financial, Inc... . 0... ee eens 4,331,890(7) 6.00% 
751 Broad Street 
Newark, New Jersey 07102-3777 


Blackrock; Inc... .4.0¢3 0e¢s%eee0eea4eee0 eet Gade anes eeav ans Danees 4,156,333(8) 5.76% 
40 East 52nd Street 
New York, New York 10022 





* Represents beneficial ownership of less than 1.0% of the outstanding shares of class. 


** This information is based on stock ownership reports on Schedule 13G filed by each of these 


stockholders with the SEC as of December 31, 2010. 


(1) Based upon information furnished to the Company by the named persons and information 
contained in filings with the SEC. Under the rules of the SEC, a person is deemed to beneficially 
own shares over which the person has or shares voting or investment power or has the right to 
acquire beneficial ownership within 60 days, and such shares are deemed to be outstanding for the 
purpose of computing the percentage beneficially owned by such person or group. However, we do 
not consider shares of which beneficial ownership can be acquired within 60 days to be outstanding 
when we calculate the percentage ownership of any other person. “Common Stock Ownership” 
includes (a) stock held in joint tenancy, (b) stock owned as tenants in common, (c) stock owned or 
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(2) 


(3) 


(4) 
(5) 
(6) 


(7) 


(8) 


held by spouse or other members of the reporting person’s household and (d) stock in which the 
reporting person either has or shares voting and/or investment power, even though the reporting 
person disclaims any beneficial interest in such stock. 


The following table lists the shares to which each named person has the right to acquire beneficial 
ownership within 60 days of December 28, 2010 through the exercise of stock options or the 
vesting of restricted stock units granted pursuant to our equity incentive plan: 


Shares which 
may be acquired 
within 60 days 
pursuant to 





Name stock awards 
W. Kent Taylors oc0 dad eo haw Sine Seca hanes Geos Kee aden — 
CU TAN besser os, oa oats tel Soe Ging, ete yee aces he Oe area 4, ee eS 235,000 
Martin (Hart). 3043000 603s c bw 8 ode eee oS Be Sess nes 47,500 
Gregory Ni MOOT: 16 2 ogee ce Go a eek Coes ha wea ee eee 47,500 
James..F. Parker «2. s.0dcn0¢ a kaw RAS ORO ERS Ro RAE a Beas 47,500 
James Ri: Ramsey «5.64 cathe ie ae od ee Ge ae ee ha ne a 20,834 
James Re Zarley-so.0% ove sien ba eed Gis bee es BK Oe SER SES 47,500 
Steven Ti (OMIZ gies 4 peda og eh coca he Ge sie cdi cw, gO a aie we a Gas 364,312 
Scott Mi Colost. sci saacas sha navies eee ma ae hee nee Sa ee aes 148,585 
Sheila :C; Browit bcc scxck 4, Ba acar aw Bw cotter, BGs wd Oe, ek eae ees 18,750 
Directors, Nominees and All Executive Officers as a Group 

(TO Persons) 4. 5.4.0 pd os, G4 ha ahd we ae he ew A he a, HES Aes 977,481 


Mr. Taylor’s address is c/o Texas Roadhouse, Inc., 6040 Dutchmans Lane, Suite 200, Louisville, 
Kentucky 40205. 


100,000 shares are pledged to a bank. 
165,508 shares are pledged to a bank. 


As reported on the Schedule 13G filed by Capital Research Group Investors with the SEC on 
February 10, 2011, it has sole voting and dispositive power with respect to these shares. 


As reported on the Schedule 13G filed by Prudential Financial, Inc. with the SEC on February 8, 
2011, it has sole voting and dispositive power with respect to 434,625 shares, shared voting power 
with respect to 1,871,826 shares, and shared dispositive power with respect to 3,897,265 shares. 
Prudential Financial, Inc. indirectly owns 100% of the equity interests of Jennison Associates LLC, 
which filed a Schedule 13G with the SEC on February 11, 2011. Jennison Associates LLC does not 
file jointly with Prudential Financial, Inc., and as such, shares included in the Schedule 13G filed 
by Jennison Associates LLC may also be included in the shares reported on the Schedule 13G 
filed by Prudential Financial, Inc. Jennison Associates LLC has sole voting power with respect to 
3,961,455 shares and shared dispositive power with respect to 4,077,944 shares. 


As reported on the Schedule 13G filed by Blackrock, Inc. with the SEC on February 9, 2011, it has 
sole voting and dispositive power with respect to these shares. 
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STOCKHOLDER PROPOSALS 


Under Rule 14a-8 promulgated under the Securities Exchange Act of 1934 (“Exchange Act’’), 
stockholders may present proposals to be included in the Company proxy statement for consideration 
at the next annual meeting of its stockholders by submitting their proposals to the Company in a timely 
manner. Any such proposal must comply with Rule 14a-8. 


The Company’s by-laws, a copy of which is available on the Company’s website, 
www.texasroadhouse.com, require stockholders who intend to propose business for consideration by 
stockholders at the 2012 Annual Meeting, other than stockholder proposals that are included in the 
proxy statement, to deliver written notice to the principal executive offices of the Company on or 
before December 10, 2011. This notice must include a description of the business desired to be brought 
before the annual meeting, the name and address of the stockholder proposing such business and of 
the beneficial owner, if any, on whose behalf the business is being brought, the class, series and number 
of shares of the Company which are beneficially owned by the stockholder and such other beneficial 
owner and any material interest of the stockholder and such other beneficial owner in such business. 
Similar requirements are set forth in the Company’s by-laws with respect to stockholders desiring to 
nominate candidates for election as director. Exchange Act rules permit management to vote proxies in 
its discretion in certain cases if the stockholder does not comply with these deadlines, and in certain 
other cases notwithstanding the stockholder’s compliance with these deadlines. If a stockholder 
submitting a matter to be raised at the Company’s next annual meeting or a candidate for election as 
director desires that such matter or candidate be included in the Company’s proxy statement, such 
matter or candidate must be submitted to the Company no later than December 10, 2011. 


The rules of the SEC set forth standards for what stockholder proposals the Company is required 
to include in a proxy statement for an annual meeting. 


STOCKHOLDERS’ COMMUNICATIONS WITH THE BOARD 


Stockholders that want to communicate in writing with the Board, or specified directors 
individually, may send proposed communications to the Company’s Corporate Secretary, Sheila C. 
Brown, at 6040 Dutchmans Lane, Suite 200, Louisville, Kentucky 40205. The proposed communication 
will be reviewed by the audit committee and the General Counsel. If the communication is appropriate 
and serves to advance or improve the Company or its performance, contains no objectionable material 
or language, is not unreasonable in length, and is directly applicable to the business of the Company, it 
is expected that the communication will receive favorable consideration for presentation to the Board 
or appropriate director(s). 


SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE 


Section 16(a) of the Exchange Act requires the Company’s directors and officers, and persons who 
beneficially own more than 10% of a registered class of the Company’s equity securities, to file with the 
SEC initial reports of stock ownership and reports of changes in stock ownership and to provide the 
Company with copies of all such filed forms. Based solely on its review of such copies or written 
representations from reporting persons, the Company believes that all reports were filed on a timely 
basis during the fiscal year ended December 28, 2010. 


FORM 10-K 


The Company’s Annual Report on Form 10-K for the fiscal year ended December 28, 2010, 
accompanies this proxy statement. The Company’s Annual Report does not form any part of the 
material for solicitation of proxies. 


Any stockholder who wishes to obtain, without charge, a copy of the Company’s Annual Report on 
Form 10-K for the fiscal year ended December 28, 2010, which includes financial statements, and is 
required to be filed with the SEC, may access it at www.texasroadhouse.com in the Investors section or 
may send a written request to Sheila C. Brown, Corporate Secretary, Texas Roadhouse, Inc., 6040 
Dutchmans Lane, Suite 200, Louisville, Kentucky 40205. 
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OTHER BUSINESS 


The Board is not aware of any other matters to be presented at the Annual Meeting other than 
those set forth herein and routine matters incident to the conduct of the meeting. If any other matters 
should properly come before the Annual Meeting or any adjournment or postponement thereof, the 
persons named in the proxy, or their substitutes, intend to vote on such matters in accordance with 
their best judgment. 


By Order of the Board of Directors, 


DiNn tn “Poe 
Sheila C. Brown 
Corporate Secretary 


Louisville, Kentucky 
April 8, 2011 


Please vote your shares through any of the methods described on the proxy card as promptly as 
possible, whether or not you plan to attend the Annual Meeting in person. If you do attend the Annual 
Meeting, you may still vote in person, since the proxy may be revoked at any time before its exercise by 
delivering a written revocation of the proxy to the Company’s Corporate Secretary. 
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EXCHANGE ACT OF 1934 
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Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the 
Exchange Act. Yes No |X]. 












































Indicate by check mark whether registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the 
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to 
file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes [x] No 























Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, 
every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 
12 months (or for such shorter period that the registrant was required to submit and post such files). Yes No 




















Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, 
and will not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements incorporated by 
reference in Part III of this Form 10-K or any amendment to the Form 10-K. [x]. 














Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or a 
smaller reporting company. See definitions of “large accelerated filer’’, “accelerated filer” and “smaller reporting company” in 
Rule 12b-2 of the Exchange Act. 
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Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). 
Yes No |X]. 


The aggregate market value of the voting stock held by non-affiliates of the registrant as of the last day of the second 
fiscal quarter ended June 29, 2010 was $731,957,647 based on the closing stock price of $12.59. Shares of voting stock held by 
each officer and director have been excluded in that such persons may be deemed to be affiliates. This determination of affiliate 
status is not necessarily a conclusive determination for other purposes. The registrant has no shares of non-voting common stock 
authorized or outstanding. The market value calculation was determined using the closing stock price of our common stock on 
the Nasdaq Global Select Market. 


The number of shares of common stock outstanding were 72,444,176 on February 18, 2011. 























Portions of the registrant’s definitive Proxy Statement for the registrant’s 2011 Annual Meeting of Stockholders, which is 
expected to be filed pursuant to Regulation 14A within 120 days of the registrant’s fiscal year ended December 28, 2010, are 
incorporated by reference into Part II of the Form 10-K. With the exception of the portions of the Proxy Statement expressly 
incorporated by reference, such document shall not be deemed filed with this Form 10-K. 
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS 


This Annual Report on Form 10-K contains statements about future events and expectations that 
constitute forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, 
as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. Forward-looking 
statements are based on our beliefs, assumptions and expectations of our future financial and operating 
performance and growth plans, taking into account the information currently available to us. These 
statements are not statements of historical fact. Forward-looking statements involve risks and 
uncertainties that may cause our actual results to differ materially from the expectations of future 
results we express or imply in any forward-looking statements. In addition to the other factors discussed 
under “Risk Factors” elsewhere in this report, factors that could contribute to these differences include, 
but are not limited to: 


* our ability to raise capital in the future; 
* our ability to successfully execute our growth strategy; 


* our ability to successfully open new restaurants, acquire franchise restaurants or execute other 
strategic transactions; 


* our ability to increase and/or maintain sales and profits at our existing restaurants; 

* our ability to integrate the franchise or other restaurants which we acquire or develop; 
* the continued service of key management personnel; 

* health concerns about our food products; 

* our ability to attract, motivate and retain qualified employees; 


* the impact of federal, state or local government regulations relating to our employees or 
production and the sale of food and alcoholic beverages; 


* the impact of litigation; 

* the cost of our principal food products; 

¢ labor shortages or increased labor costs; 

¢ inflationary increases in the costs of construction and real estate; 

* changes in consumer preferences and demographic trends; 

* increasing competition in the restaurant industry; 

* our ability to successfully expand into new domestic and international markets; 


* risks associated with partnering with franchisees or other investment partners in international 
markets with whom we have no prior history and whose interests may not align with ours; 


* the rate of growth of general and administrative expenses associated with building a 
strengthened corporate infrastructure to support our growth initiatives; 


* negative publicity regarding food safety, health concerns and other food or beverage related 
matters; 


* our franchisees’ adherence to our practices, policies and procedures; 
* potential fluctuation in our quarterly operating results due to seasonality and other factors; 
* supply and delivery shortages or interruptions; 


* inadequate protection of our intellectual property; 


* volatility of actuarially determined insurance losses and loss estimates; 
* adoption of new, or changes in existing, accounting policies and practices; 
* adverse weather conditions which impact guest traffic at our restaurants; and 


° adverse economic conditions. 
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The words “believe,” “may,” “should,” “anticipate,” ‘‘estimate,” “expect,” “intend,” “objective,” 
“seek,” “plan,” “strive” or similar words, or the negatives of these words, identify forward-looking 
statements. We qualify any forward-looking statements entirely by these cautionary factors. 


Other risks, uncertainties and factors, including those discussed under “Risk Factors,” could cause 
our actual results to differ materially from those projected in any forward-looking statements we make. 


We assume no obligation to publicly update or revise these forward-looking statements for any 
reason, or to update the reasons actual results could differ materially from those anticipated in these 
forward-looking statements, even if new information becomes available in the future. 


PART I 
ITEM 1—BUSINESS 


Texas Roadhouse, Inc. (“Texas Roadhouse” or the “Company’’) was incorporated under the laws of 
the state of Delaware in 2004. From April 1, 1997 through October 8, 2004, the business of the 
Company was conducted by Texas Roadhouse Holdings LLC (‘‘Holdings”) and its affiliates. On 
October 8, 2004, Holdings and its wholly-owned and majority-owned affiliates completed a 
reorganization and initial public offering. In connection with the reorganization and public offering, 
Holdings became a subsidiary of the Company. The principal executive office is located in Louisville, 
Kentucky. 


General Development of Business 


Texas Roadhouse is a growing, moderately priced, full-service, casual dining restaurant chain. Our 
founder and chairman, W. Kent Taylor, started the business in 1993. Our mission statement is 
“Legendary Food, Legendary Service®.” Our operating strategy is designed to position each of our 
restaurants as the local hometown destination for a broad segment of consumers seeking high quality, 
affordable meals served with friendly, attentive service. As of December 28, 2010, we owned and 
operated 274 restaurants in 43 states and franchised and licensed an additional 71 restaurants in 24 
states. Of the 274 restaurants we owned and operated at the end of 2010, 271 operated as Texas 
Roadhouse restaurants, while three operated under the name of Aspen Creek. All of our restaurant 
growth in 2011 will be Texas Roadhouse restaurants, as we continue testing the viability of the Aspen 
Creek restaurant concept. 


Financial Information about Operating Segments 


As of December 28, 2010, we operated 274 restaurants, each as a single operating segment, and 
franchised and licensed an additional 71 restaurants. The restaurants operate exclusively in the U.S. 
within the casual dining segment of the restaurant industry, providing similar products to similar 
customers. The restaurants also possess similar pricing structures, resulting in similar long-term 
expected financial performance characteristics. We consider our restaurant and franchising operations 
as similar and have aggregated them into a single reportable segment. 


Narrative Description of Business 


Texas Roadhouse is a full-service, casual dining restaurant chain. We offer an assortment of 
specially seasoned and aged steaks hand-cut daily on the premises and cooked to order over open 
gas-fired grills. In addition to steaks, we also offer our guests a selection of ribs, fish, seafood, chicken, 
pork chops, pulled pork and vegetable plates, and an assortment of hamburgers, salads and sandwiches. 
The majority of our entrées include two made-from-scratch side items, and we offer all our guests a 
free unlimited supply of roasted in-shell peanuts and made-from-scratch yeast rolls. 


The operating strategy that underlies the growth of our concept is built on the following key 
components: 


° Offering high quality, freshly prepared food. We place a great deal of emphasis on ensuring our 
guests receive high quality, freshly prepared food. We hand-cut almost all of our steaks and 
make all of our sides from scratch. As part of our process, we have developed proprietary 
recipes to provide consistency in quality and taste throughout all restaurants. We expect a 
management level employee to inspect every entrée before it leaves the kitchen to confirm it 
matches the guest’s order and meets our standards for quality, appearance and presentation. In 
addition, we employ a team of product coaches whose function is to provide continual, hands-on 
training and education to our kitchen staff for the purpose of assuring uniform adherence to 


recipes, food preparation procedures, food safety standards, food appearance, freshness and 
portion size. 


° Offering performance-based manager compensation. We offer a performance-based compensation 
program to our individual restaurant managers and multi-restaurant supervisors, who are called 
“managing partners” and “market partners,” respectively. Each of these partners earns a base 
salary plus a performance bonus, which represents a percentage of each of their respective 
restaurant’s pre-tax net income. By providing our partners with a significant stake in the success 
of our restaurants, we believe that we are able to attract and retain talented, experienced and 
highly motivated managing and market partners. 


¢ Focusing on dinner. In a high percentage of our restaurants, we limit our operating hours to 
dinner only during the weekdays. By focusing on dinner, our restaurant teams have to prepare 
for and manage only one shift per day during the week. We believe this allows our restaurant 
teams to offer higher quality, more consistent food and service to our guests. We believe the 
dinner focus provides a better “quality-of-life” for our management teams and, therefore, is a 
key ingredient in attracting and retaining talented and experienced management personnel. We 
also focus on keeping our table-to-server ratios low to allow our servers to truly focus on their 
guests and serve their needs in a personal, individualized manner. 


° Offering attractive price points. We offer our food and beverages at moderate price points that 
are as low as or lower than those offered by many of our competitors. Within each menu 
category, we offer a choice of several price points with the goal of fulfilling each guest’s budget 
and value expectations. For example, our steak entrées, which include the choice of two side 
items, generally range from $8.99 for our 6-ounce sirloin to $20.99 for our 18-ounce T-bone. The 
per guest average check for the restaurants we owned and operated in 2010 was approximately 
$14.63. Per guest average check represents restaurant sales divided by the number of guests 
served. We considered each sale of an entrée to be a single guest served. Our per guest average 
check is influenced by our weekday dinner only focus. 


* Creating a fun and comfortable atmosphere. We believe the atmosphere we establish in our 
restaurants is a key component for fostering repeat business. Our restaurants feature a rustic 
southwestern lodge décor accentuated with hand-painted murals, neon signs, and southwestern 
prints, rugs and artifacts. Additionally, we offer jukeboxes, which continuously play upbeat 
country hits, and in-house entertainment such as line dancing and birthday celebrations. 


Unit Prototype and Economics 


We design our restaurant prototypes to provide a relaxed atmosphere and maximize restaurant 
sales. Our current prototypical restaurants consist of a freestanding building with approximately 6,200 
to 7,000 square feet of space constructed on sites of approximately 1.7 to 2.0 acres or retail pad sites, 
with seating at approximately 53 to 58 tables for a total of 220 to 273 guests, including 15 bar seats, 
and parking for approximately 150 vehicles. Our current prototypes are adaptable to in-line and end 
cap locations such as spaces within an enclosed mall or a shopping center. 


As of December 28, 2010, we leased 157 properties and owned 117 properties. Our 2010 average 
unit volume was $3.7 million, which represents restaurant sales for all company restaurants open before 
June 30, 2009. The time required for a new restaurant to reach a steady level of cash flow is 
approximately three to six months. Our capital investment (including cash and non-cash costs) for new 
restaurants varies significantly depending on a number of factors including, but not limited to: the 
square footage, layout, the scope of any required site work, type of construction labor (union or 
non-union), local permitting requirements, our ability to negotiate with landlords, the cost of liquor and 


other licenses and hook-up fees and geographical location. For 2010, the average capital investment for 
Texas Roadhouse restaurants developed was $3.7 million, broken down as follows: 








Average Cost Low High 
Band) sors, Se din Bits eee eat ete $1,000,000 $ 635,000 $1,950,000 
Building(2) «245604 oven ndgas eee ene oes 1,250,000 1,029,000 1,613,000 
Furniture and Equipment ............... 975,000 884,000 1,051,000 
Pre-opening costs .............0--0 0 eee 440,000 278,000 625,000 
Other(3), 6s. sterwa ts a etre ’e Wie, Steere 4 75,000 — 428,000 
SPAN a afeas te. dost anteater ences cay ad, are aces ec ake $3,740,000 $2,826,000 $5,667,000 











(1) Represents the average cost for land acquisitions or 10x’s initial base rent in the event the 
land is leased. 


(2) Includes site work costs. 


(3) Primarily liquor licensing costs, where applicable. This cost varies based on the licensing 
requirements in each state. 


Our 2010 average capital investment for restaurants developed was $0.3 million lower compared to our 
2009 average of $4.1 million, primarily due to building design modifications and lower site work costs. 
Based on our ability to lower our development costs, in addition to our improved average unit volumes 
and comparable restaurant sales, we increased our restaurant development plans for 2011 to 
approximately 20 company-owned restaurants from 14 restaurants in 2010. 


Site Selection 


We continue to develop and refine our site selection process. In analyzing each prospective site, 
our real estate team, including our restaurant market partners, devotes significant time and resources to 
the evaluation of local market demographics, population density, household income levels and 
site-specific characteristics such as visibility, accessibility, traffic generators, proximity of other retail 
activities, traffic counts and parking. We work actively with real estate brokers in target markets to 
select high quality sites and to maintain and regularly update our database of potential sites. We 
typically require three to six months to locate, approve and control a restaurant site and typically four 
to eight additional months to obtain necessary permits. Upon receipt of permits, it requires 
approximately four months to construct, equip and open a restaurant. 


Existing Restaurant Locations 


As of December 28, 2010, we had 274 company restaurants and 71 franchise restaurants in 46 
states as shown in the chart below. 


Number of Restaurants 





Company Franchise Total 
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Food 


Menu. ‘Texas Roadhouse restaurants offer a wide variety of menu items at attractive prices that 
are designed to appeal to a broad range of consumer tastes. Our dinner entrée prices generally range 
from $8.99 to $20.99, with at least 15 dinners priced under $10.00. We offer a broad assortment of 
specially seasoned and aged steaks, including 6, 8, 11 and 16 oz. Sirloins; 10, 12 and 16 oz. Rib-eyes; 6 
and 8 oz. Filets; Prime Rib; and T-Bones, almost all of which are hand-cut daily on the premises and 
cooked over open gas-fired grills. We also offer our guests a selection of fish, seafood, chicken, pork 
chops, ribs, pulled pork and vegetable plates, and an assortment of hamburgers, salads and sandwiches. 
Entrée prices include made-from-scratch yeast rolls and most include two of the following 
made-from-scratch sides: baked potato, sweet potato, steak fries, mashed potatoes, house or Caesar 
salad, green beans, chili, seasoned rice, baked beans and steamed vegetables. Our menu allows guests 
to customize their meals by ordering steaks that are ‘‘smothered” either in cheese, onions, gravy or 
mushrooms and baked potatoes “loaded” with cheese and bacon. Other menu items include specialty 
appetizers such as the “Cactus Blossom®” and “Chicken Critters®”’ (chicken tenders). We also provide 
a “12 & Under’ menu for children that includes a sirloin steak, rib basket, Jr. Chicken Critters, 
cheeseburger, hot dog and macaroni and cheese, all served with one side item and a beverage at prices 
generally between $2.99 and $7.99. 


Most of our restaurants feature a full bar that offers an extensive selection of draft and bottled 
beer. Managing partners are encouraged to tailor their beer selection to include regional and local 
brands. We serve a selection of major brands of liquor and wine as well as margaritas. Alcoholic 
beverages accounted for 10.4% of restaurant sales at Texas Roadhouse in fiscal 2010. 


We have maintained a fairly consistent menu over time, with a selection of approximately 60 menu 
items. We continually review our menu to consider enhancements to existing menu items or the 
introduction of new items. We change our menu only after guest feedback and an extensive study of 
the operational and economic implications. To maintain our high levels of food quality and service, we 
generally remove one menu item for every new menu item introduced so as to facilitate our ability to 
execute high quality meals on a focused range of menu items. 


Food Quality and Safety. We are committed to serving a varied menu of high-quality, great tasting 
food items with an emphasis on freshness. We have developed proprietary recipes to ensure consistency 
in quality and taste throughout all restaurants and provide a unique flavor experience to our guests. At 
each restaurant, a fully trained meat cutter hand cuts our steaks and other restaurant team members 
prepare all side items and yeast rolls from scratch in the restaurants daily. We assign individual kitchen 
employees to the preparation of designated food items in order to focus on quality, consistency and 
speed. Additionally, we expect a management level employee to inspect every entrée before it leaves 
the kitchen to confirm it matches the guest’s order and meets our standards for quality, appearance 
and presentation. 


We employ a team of product coaches whose function is to provide continual, hands-on training 
and education to the kitchen staff in all Texas Roadhouse restaurants for the purpose of reinforcing the 
uniformity of recipes, food preparation procedures, food safety standards, food appearance, freshness 
and portion size. The team currently consists of over 30 product coaches, supporting all Texas 
Roadhouse restaurants system-wide. 


Food safety is of utmost importance to us. We currently utilize several programs to help ensure 
adherence to proper food preparation procedures and food safety standards. We have a Food Safety 
coordinator whose function, in conjunction with our product coaches, is to develop, enforce and 
maintain programs designed to promote compliance with food safety guidelines. Where required, food 
items purchased from qualified vendors have been inspected by reputable, outside inspection services 
confirming that the vendor is compliant with FDA and USDA guidelines. 


Product coaches perform sanitation audits on each restaurant four times a year and these results 
are reviewed by various members of operations and management. To reinforce the importance of food 
safety, we have printed all HAACP (Hazard Analysis and Critical Points) in bold type on each recipe. 
In addition, most of our product coaches have obtained or are in the process of obtaining their food 
safety professional designation. 


Purchasing. Our purchasing philosophy is designed to consistently supply fresh, quality products 
to the restaurants at competitive prices while maximizing operating efficiencies. We negotiate directly 
with suppliers for substantially all food and beverage products to ensure consistent quality and 
freshness and obtain competitive prices. Certain products, such as dairy products and select produce, 
are purchased locally to assure freshness. 


Food and supplies are ordered by, and shipped directly to, the restaurants, as we do not maintain 
a central product warehouse or commissary. Most food products used in the operation of our 
restaurants are distributed to individual restaurants through an independent national distribution 
company. We strive to qualify more than one supplier for all key food items and believe that beef of 
comparable quality as well as all other essential food and beverage products are available, upon short 
notice, from alternative qualified suppliers. 


Service 


Guest Satisfaction. We believe that guest satisfaction and our ability to continually evaluate and 
improve the guest experience at each of our restaurants is important to our success. Through the use of 
guest surveys, our website “texasroadhouse.com,” a toll-free guest response telephone line and personal 
interaction in the restaurant, we receive valuable feedback from guests. Additionally, we employ an 
outside service to administer a “Secret Shopper” program whereby trained individuals periodically dine 
and comprehensively evaluate the guest experience at each of our restaurants. Particular attention is 
given to food, beverage and service quality, cleanliness, staff attitude and teamwork, and manager 
visibility and interaction. The resulting reports are used for follow up training feedback to both staff 
and management. We continue to evaluate and implement processes relating to guest satisfaction, 
including reducing guest wait times and improving host interaction with the guest. 


Atmosphere. The atmosphere of Texas Roadhouse restaurants is intended to appeal to broad 
segments of the population, children, families, couples, adults and business persons. Substantially all 
Texas Roadhouse restaurants are of our prototype design, reflecting a rustic southwestern lodge 
atmosphere, featuring an exterior of rough-hewn cedar siding and corrugated metal. The interiors 
feature pine floors and stained concrete and are decorated with hand-painted murals, neon signs, 
southwestern prints, rugs and artifacts. The restaurants contain jukeboxes that continuously play upbeat 
country hits. Guests may also view a display-baking area where our made-from-scratch yeast rolls are 
prepared and/or a meat cooler displaying fresh cut steaks, and may wait for seating in either a spacious, 
comfortable waiting area or a southwestern style bar. While waiting for a table, guests can enjoy 
complimentary roasted in-shell peanuts. Immediately upon being seated at a table, guests can enjoy 
made-from-scratch yeast rolls along with roasted in-shell peanuts. 


People 


Management and Employees. Each of our restaurants is generally staffed with one managing 
partner, one kitchen manager and one service manager, and, in many cases, one or more additional 
assistant managers and/or key employees. The managing partner of each restaurant has primary 
responsibility for the day-to-day operations of the entire restaurant and is responsible for maintaining 
the standards of quality and performance we establish. We use market partners to supervise the 
operation of our restaurants including the continuing development of each restaurant’s management 
team. Generally, each market partner has supervisory responsibilities for up to 10 to 15 restaurants. 
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Through regular visits to the restaurants, the market partners ensure adherence to all aspects of our 
concept, strategy and standards of quality. To further assure adherence to our standards of quality and 
to achieve uniform execution throughout the system, we employ product coaches who regularly visit the 
restaurants to assist in training of both new and existing employees and to grade food quality. The 
attentive service and high quality food, which results from each restaurant having a managing partner, 
two to three managers and the hands-on assistance of a product coach, are critical to our success. 


Training and Development. All restaurant employees are required to complete varying degrees of 
training before and during employment. Our detailed training program emphasizes our operating 
strategy, procedures and standards and is conducted individually at Texas Roadhouse restaurants and in 
groups in Louisville, Kentucky. 


Our managing and market partners are generally required to have significant experience in the 
full-service restaurant industry and are generally hired at a minimum of four to 12 months before their 
placement in a new or existing restaurant to allow time to fully train in all aspects of restaurant 
operations. All managing partners, kitchen and service managers and other management team members 
are required to complete a comprehensive training program of up to 17 weeks, which includes training 
for every position in the restaurant. Trainees are validated at pre-determined points during their 
training by either the market partner, product coach or a training manager. 


A number of our restaurants have been certified as training centers by our training department. 
This certification confirms that the training center adheres to established operating procedures and 
guidelines. Additionally, most restaurants are staffed with training coordinators responsible for ongoing 
daily training needs. 


For new restaurant openings, a full team of designated trainers, each specializing in a specific 
restaurant position, is deployed to the restaurant at least ten days before opening. Formal employee 
training begins seven days before opening, and follows a uniform, comprehensive training course as 
directed by a training manager. 


Marketing 


Our marketing strategy aims to promote the Texas Roadhouse brand, while retaining a localized 
focus, to: 


* increase the frequency of visits by our current guests and increase comparable restaurant sales 
by attracting new guests to our restaurants; 


* support new restaurant openings to achieve restaurant sales and operating margin goals; and 
* communicate and promote our brand’s food quality, the guest experience and value. 


We accomplish these objectives through three major initiatives. 


In-restaurant Marketing. A significant portion of our marketing fund is spent in communicating 
with our guests while they are in our restaurants through point of purchase materials. We believe 
special promotions such as Valentine’s Day and Mother’s Day drive significant repeat business. Also, 
our eight week holiday gift card campaign is one of our most significant promotions. In addition, our 
mascot, “Andy Armadillo®”’, provides our guests with a familiar and easily identifiable face. 


Local Restaurant Area Marketing. Given our strategy to be a neighborhood destination, local area 
marketing is integral in developing brand awareness in each market. To enhance our visibility in new 
markets, we deliver free food to local businesses in connection with new restaurant openings and on an 
ongoing basis to drive awareness. Managing partners are encouraged to participate in creative 
community-based marketing, such as hosting local radio or television programs. We also engage in a 
variety of promotional activities, such as contributing time, money and complimentary meals to 
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charitable, civic and cultural programs. For instance, our involvement with the Special Olympics, a local 
Little League baseball team, a local church or the Armed Forces, shows our “Legendary Care, Concern 
and Support’ for our communities. We leverage the corresponding recognition in our public relations 
and marketing efforts to communicate our corporate values and mission statement to our guests. We 
employ marketing coordinators at the restaurant and market level to develop and execute the majority 
of the local marketing strategies. 


Advertising. Although our restaurant concept is not media driven, to build brand awareness we 
spend a limited amount of our marketing dollars on various advertising channels, including billboard, 
print, radio and television. These advertisements are designed to reflect “Legendary Food, Legendary 
Service®” as well as our fun and welcoming restaurant environment. 


Restaurant Franchise Arrangements 


Franchise Restaurants. As of December 28, 2010, we had 18 franchisees that operated 71 
restaurants in 24 states. Franchise rights are granted for specific restaurants only, as we have not 
granted any rights to develop a territory in the United States. Approximately 76% of our franchise 
restaurants are operated by eight franchisees. No franchisee operates more than 16 restaurants. 


Our standard domestic franchise agreement has a term of ten years with two renewal options for 
an additional five years each if certain conditions are satisfied. Our current form of franchise 
agreement requires the franchisee to pay a royalty fee of 4.0% of gross sales. The royalty fee varies 
depending on when the agreements were entered into and range from 2.0% of gross sales to the 
current 4.0% fee. We may, at our discretion, waive or reduce the royalty fee on a temporary or 
permanent basis. ‘‘Gross sales’”’ means the total selling price of all services and products related to the 
restaurant. Gross sales do not include: 


* employee discounts or other discounts; 

* tips or gratuities paid directly to employees by guests; 

* any federal, state, municipal or other sales, value added or retailer’s excise taxes; or 

* adjustments for net returns on salable goods and discounts allowed to guests on sales. 


Domestic franchisees are currently required to pay 0.3% of gross sales to a national advertising 
and marketing fund for the development of advertising materials, system-wide promotions and related 
marketing efforts. We have the ability under our agreements to increase the required national 
advertising and marketing fund contribution up to 2.5% of gross sales. We may also charge a marketing 
fee of 0.5% of gross sales, which we may use for market research and to develop system-wide 
promotional and advertising materials. A franchisee’s total required advertising contribution or 
spending will not be more than 3.0% of gross sales. 


Our standard domestic franchise agreement gives us the right, but not the obligation, to compel a 
franchisee to transfer its assets to us in exchange for shares of our stock, or to convert its equity 
interests into shares of our stock. The amount of shares that a franchisee would receive is based on a 
formula that is included in the franchise agreement. 


We have entered into one area development and franchise agreement for the development of 
restaurants in eight countries in the Middle East over ten years. Our franchisee will pay us a franchise 
fee for each restaurant to be opened, royalties on the gross sales of each restaurant and a development 
fee for our grant of development rights in the named countries. The term of the agreement may be 
extended, and the franchisee has rights to expand into additional countries. We anticipate that the 
specific business terms of any future franchise agreement for international restaurants might vary 
significantly from the standard terms of our domestic agreements and from the terms of the single 
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existing international agreement, depending on the territory to be franchised and the extent of 
franchisor-provided services to each franchisee. 


Any of our franchise agreements, whether domestic or international, may be terminated if the 
franchisee defaults in the performance of any of its obligations under the franchise agreement, 
including its obligations to operate the restaurant in strict accordance with our standards and 
specifications. A franchise agreement may also be terminated if a franchisee becomes insolvent, fails to 
make its required payments, creates a threat to the public health or safety, ceases to operate the 
restaurant, or misuses the Texas Roadhouse trademarks. 


Franchise Compliance Assurance. We have instituted a comprehensive system to ensure 
compliance with our systems and standards, both during the development and operating of franchise 
restaurants. We actively work with and monitor our franchisees to ensure successful franchise 
operations as well as compliance with the Texas Roadhouse standards and procedures. During the 
restaurant development phase, we approve the selection of restaurant sites and make available copies 
of our prototype building plans to franchisees. In addition, we ensure that the building design is in 
compliance with our standards. We provide training to the managing partner and up to three other 
managers of a franchisee’s first restaurant. We also provide trainers to assist in the opening of every 
domestic franchise restaurant; we provide trainers to assist our international franchisees in the opening 
of their restaurants until such time as they develop an approved restaurant opening training program. 
Finally, on an ongoing basis, we conduct reviews on all franchise restaurants to determine their level of 
effectiveness in executing our concept at a variety of operational levels. Our franchisees are required to 
follow the same standards and procedures regarding equipment, food purchases and food preparation 
as We maintain in our company restaurants. Reviews are conducted by seasoned operations teams, and 
focus on key areas including health, safety and execution proficiency. 


To continuously improve our communications with franchisees and the consistency of the brand, we 
maintain a business development council that includes representatives of our domestic franchisees, 
company operations personnel and vendors. The council’s functions are advisory. Its members review 
and comment on proposed advertising campaigns and materials and budget expenditures, as well as 
operational initiatives. Our regional market partners also provide support to our domestic franchise 
restaurant operators. 


Management Services. We provide management services to 22 of the franchise restaurants in 
which we and/or our founder have an ownership interest. Such management services include 
accounting, operational supervision, human resources, training, and food, beverage and equipment 
consulting for which we receive monthly fees of up to 2.5% of gross sales. We also make available to 
these restaurants certain legal services through outside sources and restaurant employees and employee 
benefits on a pass-through cost basis. In addition, we receive a monthly fee from four franchise 
restaurants for providing payroll and accounting services. 


Management Information Systems and Restaurant Reporting 


All of our company restaurants utilize computerized management information systems, which are 
designed to improve operating efficiencies, provide restaurant and Support Center management with 
timely access to financial and operating data and reduce administrative time and expense. With our 
current information systems, we have the ability to query, report and analyze this intelligent data on a 
daily, weekly, period, quarter and year-to-date basis and beyond, on a company-wide, regional or 
individual restaurant basis. Together, this enables us to closely monitor sales, food and beverage costs 
and labor and operating expenses at each of our restaurants. We have a number of systems and reports 
that provide comparative information that enables both restaurant and Support Center management to 
supervise the financial and operational performance of our restaurants and to recognize and 
understand trends in the business. Our accounting department uses a standard, integrated system to 
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prepare monthly profit and loss statements, which provides a detailed analysis of sales and costs. These 
monthly profit and loss statements are compared both to the restaurant-prepared reports and to prior 
periods. Currently, we utilize satellite technology at the restaurant level, which serves as a high-speed, 
secure communication link between the restaurants and our Support Center as well as our credit and 
gift card processor. 


Competition 


According to the National Restaurant Association, or NRA, restaurant industry sales in 2011 will 
represent approximately 4% of the United States’ gross domestic product. The NRA also forecasts that 
restaurant industry sales will reach $604 billion in 2011 and will encompass approximately 960,000 
restaurants. 


Competition in the restaurant industry is intense. Texas Roadhouse restaurants compete with 
mid-priced, full-service, casual dining restaurants primarily on the basis of taste, quality and price of the 
food offered, service, atmosphere, location and overall dining experience. Our competitors include a 
large and diverse group of restaurants that range from independent local operators to well-capitalized 
national restaurant chains. Although we believe that we compete favorably with respect to each of the 
above factors, other restaurants operate with concepts that compete for the same casual dining guests 
as we do. We also compete with other restaurants and retail establishments for quality site locations 
and restaurant-level employees. 


Trademarks 


Our registered trademarks and service marks include, among others, our trade names and our 
stylized logos. We have registered all of our significant marks with the United States Patent and 
Trademark Office. We have registered or have registrations pending for our most significant trademarks 
and service marks in 23 foreign jurisdictions including the European Union. To better protect our 
brand, we have also registered various Internet domain names. We believe that our trademarks, service 
marks and other proprietary rights have significant value and are important to our brand-building 
efforts and the marketing of our restaurant concepts. 


Government Regulation 


We are subject to a variety of federal, state and local laws. Each of our restaurants is subject to 
permitting, licensing and regulation by a number of government authorities relating to alcoholic 
beverage control, health, safety, sanitation, building and fire codes, and to compliance with the 
applicable zoning, land use and environmental laws and regulations. Difficulties in obtaining or failure 
to obtain required licenses or approvals could delay or prevent the development of a new restaurant in 
a particular area. 


In 2010, the sale of alcoholic beverages accounted for 10.4% of our restaurant sales. Alcoholic 
beverage control regulations require each of our restaurants to apply to a state authority and, in certain 
locations, county or municipal authorities, for a license that must be renewed annually and may be 
revoked or suspended for cause at any time. Alcoholic beverage control regulations affect numerous 
aspects of restaurant operations, including minimum age of patrons and employees, hours of operation, 
advertising, wholesale purchasing, inventory control and handling, storage and dispensing of alcoholic 
beverages. 


The failure of a restaurant to obtain or retain liquor or food service licenses would have a material 
adverse effect on the restaurant’s operations. To reduce this risk, each company restaurant is operated 
in accordance with procedures intended to assure compliance with applicable codes and regulations. 
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We are subject in certain states to “dram shop” statutes, which generally provide a person injured 
by an intoxicated person the right to recover damages from an establishment that wrongfully served 
alcoholic beverages to the intoxicated person. We carry liquor liability coverage as part of our existing 
comprehensive general liability insurance, as well as excess umbrella coverage of $100.0 million, with a 
$10,000 deductible for the first $25.0 million of excess coverage. 


Our restaurant operations are also subject to federal and state laws governing such matters as the 
minimum hourly wage, minimum tipped wage, unemployment tax rates, sales tax and similar matters, 
over which we have no control. Significant numbers of our service, food preparation and other 
personnel are paid at rates related to the federal minimum wage (which currently is $7.25 per hour) or 
federal tipped wage (which currently is $2.13 per hour). In addition, numerous states in which we 
operate have passed legislation governing the applicable state minimum hourly and/or tipped wage. 
Further planned and unplanned increases in federal and/or state minimum hourly and tipped wages or 
state unemployment tax rates will increase our labor costs. 


Seasonality 

Our business is subject to minor seasonal fluctuations. Historically, sales in most of our restaurants 
have been higher during the winter months of each year. 
Employees 


As of December 28, 2010, we employed approximately 32,000 people, of whom 360 were executive 
and administrative personnel, 1,154 were restaurant management personnel and the remainder were 
hourly restaurant personnel. Many of our hourly restaurant employees work part-time. None of our 
employees are covered by a collective bargaining agreement. 


Executive Officers of the Company 


Set forth below are the name, age, position and a brief account of the business experience of each 
of our executive officers: 





Name Age Position 

W. Kent Taylor.............. 55 Chairman of the Company, Director 

GJ. Hatt. iw ccd Sie si 4, Ro 53 President, Chief Executive Officer, Director 
Steven L. Ortiz ............. 53 Chief Operating Officer 

Scott M. Colosi ............. 46 Chief Financial Officer 

Sheila C. Brown. ............ 58 General Counsel, Corporate Secretary 


W. Kent Taylor. Mr. Taylor is our founder and was, until the completion of our initial public 
offering, Chief Executive Officer. Upon the completion of the initial public offering, Mr. Taylor became 
Chairman of the Company, an executive position. Before his founding of our concept, Mr. Taylor 
founded and co-owned Buckhead Bar and Grill in Louisville, Kentucky. Mr. Taylor has over 25 years of 
experience in the restaurant industry. 


G.J. Hart. Mr. Hart has served as our President since May 15, 2000. Upon the completion of the 
initial public offering, Mr. Hart became President and Chief Executive Officer. From October 1995 
until May 2000, Mr. Hart was President of Al Copeland Investments in Metairie, Louisiana, a privately 
held business consisting of four restaurant concepts, hotels, gaming, entertainment and food processing 
operations. From June 1991 to September 1995, Mr. Hart was President of TriFoods International, Inc., 
a producer of prepared food products. Mr. Hart has over 25 years of experience in the food industry. 
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Steven L. Ortiz. Mr. Ortiz has served as our Executive Vice President of Operations since May 
2001. Upon the completion of the initial public offering, Mr. Ortiz became Chief Operating Officer. 
Mr. Ortiz joined our company in 1996 as a Market Partner in which capacity he was responsible for 
developing and starting new Texas Roadhouse restaurants in Texas. From 1982 to 1996, Mr. Ortiz was 
employed by Bennigan’s Restaurants in various capacities, including General Manager, Area Director 
and Regional Vice President. Mr. Ortiz has over 25 years of experience in the restaurant industry. 


Scott M. Colosi. Mr. Colosi has served as our Chief Financial Officer since September 2002. From 
1992 until September 2002, Mr. Colosi was employed by YUM! Brands, Inc., owner of the A&W, KFC, 
Pizza Hut, Long John Silver’s and Taco Bell brands. During this time, Mr. Colosi served in various 
financial positions and, immediately prior to joining us, was Director of Investor Relations. Mr. Colosi 
has over 20 years of experience in the restaurant industry. 


Sheila C. Brown. Ms. Brown has served as our General Counsel and Secretary since November 
2001. From August 2000 to November 2001, Ms. Brown was our Director of Property Acquisition and, 
from September 1998 to August 2000, Development Coordinator, in which capacity Ms. Brown was 
responsible for our real estate development activities. Ms. Brown has 30 years of experience in the 
restaurant industry. 


Website Access To Reports 


We make our Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports 
on Form 8-K, and amendments to those reports, filed or furnished pursuant to section 13(a) or 15(d) 
of the Securities Exchange Act of 1934, available, free of charge on or through the Internet website, 
www.texasroadhouse.com, as soon as reasonably practicable after we electronically file such material 
with, or furnish it to, the SEC. 


ITEM 1A. RISK FACTORS 


From time to time in annual reports and oral statements, and in this Annual Report on 
Form 10-K, we present statements about future events and expectations that constitute forward-looking 
statements within the meaning of Section 27A of the Securities Act of 1933, as amended, and 
Section 21E of the Securities Exchange Act of 1934, as amended. Forward-looking statements are based 
on our beliefs, assumptions and expectations of our future financial and operating performance and 
growth plans, taking into account the information currently available to us. These statements are not 
statements of historical fact. Forward-looking statements involve risks and uncertainties that may cause 
our actual results to differ materially from the expectations of future results we express or imply in any 
forward-looking statements. Risks and uncertainties that could cause actual results to differ materially 
include, but are not limited to, those discussed below. 


Risks Related to Our Business 
If we fail to manage our growth effectively, it could harm our business. 


Failure to manage our growth effectively could harm our business. We have grown significantly 
since our inception and intend to continue growing in the future. Our existing restaurant management 
systems, financial and management controls and information systems may not be adequate to support 
our planned expansion. Our ability to manage our growth effectively will require us to continue to 
enhance these systems, procedures and controls and to locate, hire, train and retain management and 
operating personnel. We cannot assure you that we will be able to respond on a timely basis to all of 
the changing demands that our planned expansion will impose on management and on our existing 
infrastructure. If we are unable to manage our growth effectively, our business and operating results 
could be materially adversely impacted. 
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You should not rely on past changes in our average unit volumes or our comparable restaurant sales as an 
indication of our future results of operations because they may fluctuate significantly. 


A number of factors have historically affected, and will continue to affect, our average unit 
volumes and comparable restaurant sales, including, among other factors: 


* our ability to execute our business strategy effectively; 

* unusually strong initial sales performance by new restaurants; 
* competition; 

¢ weather and acts of God; 

* consumer trends; 

¢ introduction of new menu items; and 

* general regional, national and global economic conditions. 


Our average unit volumes and comparable restaurant sales may not increase at rates achieved in 
the past. Changes in our average unit volumes and comparable restaurant sales could cause the price of 
our common stock to fluctuate substantially. 


Our growth strategy, which primarily depends on our ability to open new restaurants that are profitable, is 
subject to many factors, some of which are beyond our control. 


Our objective is to grow our business and increase stockholder value by (1) expanding our base of 
company restaurants (and, to a lesser extent, franchise restaurants) that are profitable and 
(2) increasing sales and profits at existing restaurants. While both these methods of achieving our 
objective are important to us, historically the most significant means of achieving our objective has 
been through opening new restaurants and operating these restaurants on a profitable basis. We expect 
this to continue to be the case in the future. 


We cannot assure you that we will be able to open new restaurants in accordance with our 
expansion plans. We have experienced delays in opening some of our restaurants in the past and may 
experience delays in the future. Delays or failures in opening new restaurants could materially adversely 
affect our growth strategy. One of our biggest challenges in executing our growth strategy is locating 
and securing an adequate supply of suitable new restaurant sites. Competition for suitable restaurant 
sites in our target markets is intense and we cannot assure you that we will be able to find sufficient 
suitable locations, or suitable purchase or lease terms, for our planned expansion in any future period. 
Our ability to open new restaurants will also depend on numerous other factors, some of which are 
beyond our control, including, but not limited to, the following: 


* our ability to hire, train and retain qualified operating personnel, especially market partners and 
managing partners; 


* the availability of construction materials and labor; 

* our ability to control construction and development costs of new restaurants; 

* our ability to secure required governmental approvals and permits in a timely manner, or at all; 
* our ability to secure liquor licenses; 

* general economic conditions; 

* the cost and availability of capital to fund construction costs and pre-opening expenses; and 


¢ weather and acts of God. 
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Once opened, we anticipate that our new restaurants will generally take several months to reach 
planned operating levels due to start-up inefficiencies typically associated with new restaurants. We 
cannot assure you that any restaurant we open will be profitable or obtain operating results similar to 
those of our existing restaurants. Our ability to operate new restaurants profitably will depend on 
numerous factors, including those discussed above impacting our average unit volumes and comparable 
restaurant sales, some of which are beyond our control, including, but not limited to, the following: 


* competition; 
* consumer acceptance of our restaurants in new domestic or international markets; 


* the ability of the market partner and the managing partner to execute our business strategy at 
the new restaurant; 


* general regional, national and global economic conditions; 

¢ changes in government regulation; 

* road construction and other factors limiting access to the restaurant; and 
* weather and acts of God. 


Our failure to successfully open new restaurants that are profitable in accordance with our growth 
strategy could harm our business and future prospects. 


Our objective to increase sales and profits at existing restaurants could be adversely affected by 
macroeconomic conditions. 


During 2011 and possibly beyond, the U.S. and global economies may continue to suffer from a 
downturn in economic activity. Recessionary economic cycles, higher interest rates, higher fuel and 
other energy costs, inflation, increases in commodity prices, higher levels of unemployment, higher 
consumer debt levels, higher tax rates and other changes in tax laws or other economic factors that may 
affect consumer spending or buying habits could adversely affect the demand for our products. As in 
the past, we could experience reduced guest traffic or we may be unable or unwilling to increase the 
prices we can charge for our products to offset higher costs or fewer transactions, either of which could 
reduce our sales and profit margins. Also, landlords or other tenants in the shopping centers in which 
some of our restaurants are located may experience difficulty as a result of macroeconomic trends or 
cease to operate, which could in turn negatively affect guest traffic at our restaurants. All of these 
factors could have a material adverse impact on our results of operations. 


Our franchisees could take actions that could harm our business. 


Our franchisees are contractually obligated to operate their restaurants in accordance with Texas 
Roadhouse standards. We also provide training and support to franchisees. However, franchisees are 
independent third parties that we do not control, and the franchisees own, operate and oversee the 
daily operations of their restaurants. As a result, the ultimate success and quality of any franchise 
restaurant rests with the franchisee. If franchisees do not successfully operate restaurants in a manner 
consistent with our standards, the Texas Roadhouse image and reputation could be harmed, which in 
turn could adversely affect our business and operating results. 


Our quarterly operating results may fluctuate significantly and could fall below the expectations of securities 
analysts and investors due to a number of factors, some of which are beyond our control, resulting in a 
decline in our stock price. 


Our quarterly operating results may fluctuate significantly because of several factors, including: 


* the timing of new restaurant openings and related expenses; 
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* restaurant operating costs for our newly-opened restaurants, which are often materially greater 
during the first several months of operation than thereafter; 


¢ labor availability and costs for hourly and management personnel including mandated changes in 
federal and/or state minimum and tip wage rates, state unemployment tax rates, or health 
benefits; 


* profitability of our restaurants, especially in new markets; 

* changes in interest rates; 

* increases and decreases in average unit volumes and comparable restaurant sales; 
* impairment of long-lived assets, including goodwill, and any loss on restaurant closures; 
* general economic conditions, globally, nationally and locally; 

* negative publicity relating to the consumption of beef or other products we serve; 
* changes in consumer preferences and competitive conditions; 

* expansion to new domestic or international markets; 

* adverse weather conditions which impact guest traffic at our restaurants; 

¢ increases in infrastructure costs; 

¢ fluctuations in commodity prices; 

* competitive actions; and 

¢ weather and acts of God; 


Our business is also subject to minor seasonal fluctuations. Historically, sales in most of our 
restaurants have been higher during the winter months of each year. As a result, our quarterly 
operating results and comparable restaurant sales may fluctuate as a result of seasonality. Accordingly, 
results for any one quarter are not necessarily indicative of results to be expected for any other quarter 
or for any year and comparable restaurant sales for any particular future period may decrease. In the 
future, operating results may fall below the expectations of securities analysts and investors. In that 
event, the price of our common stock would likely decrease. 


If we lose the services of any of our key management personnel, our business could suffer. 


Our future success significantly depends on the continued services and performance of our key 
management personnel, particularly our executive officers. Our future performance will depend on our 
ability to motivate and retain these and other key officers and managers, particularly regional market 
partners, market partners and managing partners. Competition for these employees is intense. The loss 
of the services of members of our senior management team or other key officers or managers or the 
inability to attract additional qualified personnel as needed could materially harm our business. 


Our failure or inability to enforce our trademarks or other proprietary rights could adversely affect our 
competitive position or the value of our brand. 


We own certain common law trademark rights and a number of federal and international 
trademark and service mark registrations, including our trade names and logos, and proprietary rights 
relating to certain of our core menu offerings. We believe that our trademarks and other proprietary 
rights are important to our success and our competitive position. We, therefore, devote appropriate 
resources to the protection of our trademarks and proprietary rights. The protective actions that we 
take, however, may not be enough to prevent unauthorized usage or imitation by others, which could 
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harm our image, brand or competitive position and, if we commence litigation to enforce our rights, 
cause us to incur significant legal fees. Our inability to register or protect our marks and other 
propriety rights in foreign jurisdictions could adversely affect our competitive position in international 
markets. 


We cannot assure you that third parties will not claim that our trademarks or menu offerings 
infringe upon their proprietary rights. Any such claim, whether or not it has merit, could be 
time-consuming, result in costly litigation, cause delays in introducing new menu items in the future or 
require us to enter into royalty or licensing agreements. As a result, any such claim could have a 
material adverse effect on our business, results of operations, financial condition or liquidity. 


We may need additional capital in the future and it may not be available on acceptable terms. 


The development of our business may require significant additional capital in the future to, among 
other things, fund our operations and growth strategy. We may rely on bank financing and also may 
seek access to the debt and/or equity capital markets. There can be no assurance, however, that these 
sources of financing will be available on terms favorable to us, or at all. Our ability to obtain additional 
financing will be subject to a number of factors, including market conditions, our operating 
performance, investor sentiment and our ability to incur additional debt in compliance with agreements 
governing our outstanding debt. These factors may make the timing, amount, terms and conditions of 
additional financings unattractive to us. If we are unable to raise additional capital, our growth could 
be impeded. 


Our existing credit facility limits our ability to incur additional debt. 


The lenders’ obligation to extend credit under the facility depends on our maintaining certain 
financial covenants, including a minimum consolidated fixed charge coverage ratio of 2.00 to 1.00 and a 
maximum consolidated leverage ratio of 3.00 to 1.00. If we are unable to maintain these ratios, we 
would be unable to obtain additional financing under this facility. The credit facility permits us to incur 
additional secured or unsecured indebtedness outside the facility, except for the incurrence of secured 
indebtedness that in the aggregate exceeds 20% of our consolidated tangible net worth or 
circumstances where the incurrence of secured or unsecured indebtedness would prevent us from 
complying with our financial covenants. 


We have also entered into other loan agreements with other lenders to finance various restaurants 
which impose financial covenants that are less restrictive than those imposed by our existing credit 
facility. A default under these loan agreements could result in a default under our existing credit 
facility, which in turn would limit our ability to secure additional funds under that facility. As of 
December 28, 2010, we were in compliance with all of our lenders’ covenants. 


We may be required to record additional impairment charges in the future. 


In accordance with accounting guidance as it relates to the impairment of long-lived assets, we 
make certain estimates and projections with regard to company-owned restaurant operations, as well as 
our overall performance in connection with our impairment analyses for long-lived assets. When 
impairment triggers are deemed to exist for any given company-owned restaurant, the estimated 
undiscounted future cash flows for the restaurant are compared to its carrying value. If the carrying 
value materially exceeds the undiscounted cash flows, an impairment charge would be recorded equal 
to the difference between the carrying value and the estimated fair value. 


We also review the value of our goodwill and other intangible assets on an annual basis and when 
events or changes in circumstances indicate that the carrying value of goodwill or other intangible 
assets may exceed the fair value of such assets. The estimates of fair value are based upon the best 
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information available as of the date of the assessment and incorporate management assumptions about 
expected future cash flows and contemplate other valuation measurements and techniques. 


The estimates of fair value used in these analyses require the use of judgment, certain assumptions 
and estimates of future operating results. If actual results differ from our estimates or assumptions, 
additional impairment charges may be required in the future. If impairment charges are significant, our 
results of operations could be adversely affected. 


The acquisition of existing restaurants from our franchisees and licensees and other strategic transactions may 
have unanticipated consequences that could harm our business and our financial condition. 


We plan to opportunistically acquire existing restaurants from our franchisees or licensees over 
time. Additionally, from time to time, we evaluate potential mergers, acquisitions, joint ventures or 
other strategic initiatives to acquire or develop additional concepts. To successfully execute any 
acquisition or development strategy, we will need to identify suitable acquisition or development 
candidates, negotiate acceptable acquisition or development terms and obtain appropriate financing. 
Any acquisition or future development that we pursue, whether or not successfully completed, may 
involve risks, including: 


* material adverse effects on our operating results, particularly in the fiscal quarters immediately 
following the acquisition or development as the restaurants are integrated into our operations; 


* risks associated with entering into new domestic or international markets or conducting 
operations where we have no or limited prior experience; 


* risks inherent in accurately assessing the value, future growth potential, strengths, weaknesses, 
contingent and other liabilities and potential profitability of acquisition candidates, and our 
ability to achieve projected economic and operating synergies; and 


* the diversion of management’s attention from other business concerns. 


Future acquisitions of existing restaurants from our franchisees or licensees or other strategic 
partners, which may be accomplished through a cash purchase transaction, the issuance of shares of 
common stock or a combination of both, could have a dilutive impact on holders of our common stock, 
and result in the incurrence of debt and contingent liabilities and impairment charges related to 
goodwill and other tangible and intangible assets, any of which could harm our business and financial 
condition. The development of additional concepts and/or the entrance into international markets may 
not be as successful as our experience in the development of the Texas Roadhouse concept 
domestically. Development rates for newer brands may differ significantly as there is increased risk in 
the development of a new restaurant concept or system. 


Approximately 17% of our company restaurants are located in Texas and, as a result, we are sensitive to 
economic and other trends and developments in that state. 


As of December 28, 2010, we operated a total of 47 company restaurants in Texas. As a result, we 
are particularly susceptible to adverse trends and economic conditions in this state, including its labor 
market. In addition, given our geographic concentration in this state, negative publicity regarding any of 
our restaurants in Texas could have a material adverse effect on our business and operations, as could 
other occurrences in Texas such as local strikes, energy shortages or increases in energy prices, 
droughts, earthquakes, fires or other natural disasters. 
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Our expansion into new domestic and/or international markets may present increased risks due to our 
unfamiliarity with the area. 


Some of our new restaurants will be located in areas where we have little or no meaningful 
experience. Those markets may have different competitive conditions, consumer tastes and discretionary 
spending patterns than our existing markets, which may cause our new restaurants to be less successful 
than restaurants in our existing markets. An additional risk of expanding into new markets is the lack 
of market awareness of our brands. Restaurants opened in new markets may open at lower average 
weekly sales volumes than restaurants opened in existing markets and may have higher restaurant-level 
operating expense ratios than in existing markets. Sales at restaurants opened in new markets may take 
longer to reach average unit volumes, if at all, thereby affecting our overall profitability. 


Risks Relating to the Food Service Industry 
Our business is affected by changes in consumer preferences and discretionary spending. 


Our success depends, in part, upon the popularity of our food products. Shifts in consumer 
preferences away from our restaurants or cuisine, particularly beef, would harm our business. Also, our 
success depends to a significant extent on discretionary consumer spending, which is influenced by 
general economic conditions and the availability of discretionary income. Accordingly, we may 
experience declines in sales during economic downturns or during periods of uncertainty. Any material 
decline in the amount of discretionary spending could have a material adverse effect on our business, 
results of operations, financial condition or liquidity. 


Our success depends on our ability to compete with many food service businesses. 


The restaurant industry is intensely competitive and we compete with many well-established food 
service companies on the basis of taste, quality and price of products offered, guest service, 
atmosphere, location and overall guest experience. Our competitors include a large and diverse group 
of restaurant chains and individual restaurants that range from independent local operators that have 
opened restaurants in various markets to well-capitalized national restaurant companies. Many of our 
competitors or potential competitors have substantially greater financial and other resources than we 
do, which may allow them to react to changes in pricing, marketing and the casual dining segment of 
the restaurant industry better than we can. As our competitors expand their operations, we expect 
competition to intensify. We also compete with other restaurant chains and other retail businesses for 
quality site locations and hourly employees. 


Changes in food and supply costs could adversely affect our results of operations. 


Our profitability depends in part on our ability to anticipate and react to changes in food and 
supply costs. Any increase in food prices, particularly proteins, could adversely affect our operating 
results. In addition, we are susceptible to increases in food costs as a result of factors beyond our 
control, such as weather conditions, food safety concerns, product recalls, global market and trade 
conditions, and government regulations. We cannot predict whether we will be able to anticipate and 
react to changing food costs by adjusting our purchasing practices and menu prices, and a failure to do 
so could adversely affect our operating results. In addition, because we provide a moderately priced 
product, we may not seek to or be able to pass along price increases to our guests. Also, if we adjust 
pricing there is no assurance that we will realize the full benefit of any adjustment due to changes in 
our guests’ menu item selections and guest traffic. 


We currently purchase the majority of our beef from four of the largest beef suppliers in the 
country under annual contracts. While we maintain relationships with additional suppliers, if any of 
these vendors were unable to fulfill its obligations under its contracts, we could encounter supply 
shortages and incur higher costs to secure adequate supplies, either of which would harm our business. 
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The food service industry is affected by litigation and publicity concerning food quality, health and other 
issues, which can cause guests to avoid our restaurants and result in significant liabilities or litigation costs. 


Food service businesses can be adversely affected by litigation and complaints from guests, 
consumer groups or government authorities resulting from food quality, illness, injury or other health 
concerns or operating issues stemming from one restaurant or a limited number of restaurants. Adverse 
publicity about these allegations may negatively affect us, regardless of whether the allegations are true, 
by discouraging guests from eating at our restaurants. We could also incur significant liabilities if a 
lawsuit or claim results in a decision against us or litigation costs regardless of the result. 


Health concerns relating to the consumption of beef or other food products could affect consumer preferences 
and could negatively impact our results of operations. 


Like other restaurant chains, consumer preferences could be affected by health concerns about the 
consumption of beef, the key ingredient in many of our menu items, or negative publicity concerning 
food quality, illness and injury in general. In recent years there has been negative publicity concerning 
e-coli, hepatitis A, “mad cow,” “foot-and-mouth” disease and “‘bird flu.” The restaurant industry has 
also been subject to a growing number of claims that the menus and actions of restaurant chains have 
led to the obesity of certain of their guests, resulting in legislation in some jurisdictions which require 
nutritional information to be disclosed to guests. Nutritional labeling could be enacted in many 
additional states, counties or cities as well as on a federal level. Nutritional labeling requirements and 
negative publicity concerning any of the food products we serve may adversely affect demand for our 
food and could result in a decrease in guest traffic to our restaurants. If we react to the labeling 
requirements or negative publicity by changing our concept or our menu offerings or their ingredients, 
we may lose guests who do not prefer the new concept or products, and we may not be able to attract 
sufficient new guests to produce the revenue needed to make our restaurants profitable. In addition, we 
may have different or additional competitors for our intended guests as a result of a change in our 
concept and may not be able to compete successfully against those competitors. A decrease in guest 
traffic to our restaurants as a result of these health concerns or negative publicity or as a result of a 
change in our menu or concept could materially harm our business. 


Health concerns arising from outbreaks of viruses may have an adverse effect on our business. 


The United States and other countries have experienced, or may experience in the future, 
outbreaks of viruses, such as Avian Flu, SARS and HIN1. To the extent that a virus is food-borne, 
future outbreaks may adversely affect the price and availability of certain food products and cause our 
guests to eat less of a product. To the extent that a virus is transmitted by human-to-human contact, 
our employees or guests could become infected, or could choose, or be advised, to avoid gathering in 
public places, any one of which could adversely affect our business 


Our business could be adversely affected by increased labor costs or labor shortages. 


Labor is a primary component in the cost of operating our business. We devote significant 
resources to recruiting and training our managers and hourly employees. Increased labor costs due to 
competition, unionization, increased minimum and tip wage, state unemployment rates or employee 
benefits costs or otherwise, would adversely impact our operating expenses. The federal government 
and numerous states have enacted legislation resulting in tip and/or minimum wage increases as well as 
pre-determined future increases. We anticipate that additional legislation will be enacted in future 
periods, including some legislation regarding health care benefits. In addition, a shortage in the labor 
pool or other general inflationary pressures or changes could also increase our labor costs. Our 
operating expenses will be adversely affected to the extent that we are not able or are unwilling to 
offset these costs through higher prices on our products. 
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Moreover, we could suffer from significant indirect costs, including restaurant disruptions due to 
management or hourly labor turnover and potential delays in new restaurant openings or adverse guest 
reactions to inadequate guest service levels due to staff shortages. Competition for qualified employees 
exerts upward pressure on wages paid to attract such personnel, resulting in higher labor costs, together 
with greater recruitment and training expense. A shortage in the labor pool could also cause our 
restaurants to be required to operate with reduced staff, which could negatively impact our ability to 
provide adequate service levels to our guests. 


In addition, our success depends on our ability to attract, motivate and retain qualified employees, 
including restaurant managers and staff, to keep pace with our growth strategy. If we are unable to do 
so, our results of operations may be adversely affected. 


We may not be able to obtain and maintain licenses and permits necessary to operate our restaurants and 
compliance with laws could adversely affect our operating results. 


The restaurant industry is subject to various federal, state and local government regulations, 
including those relating to the sale of food and alcoholic beverages. Such regulations are subject to 
change from time to time. The failure to obtain and maintain these licenses, permits and approvals, 
including liquor licenses, could adversely affect our operating results. Difficulties or failure to obtain 
the required licenses and approvals could delay or result in our decision to cancel the opening of new 
restaurants. Local authorities may revoke, suspend or deny renewal of our liquor licenses if they 
determine that our conduct violates applicable regulations. 


In addition to our having to comply with these licensing requirements, various federal and state 
labor laws govern our relationship with our employees and affect operating costs. These laws include 
minimum and tip wage requirements, overtime pay, health benefits, unemployment tax rates, workers’ 
compensation rates, citizenship requirements, working conditions and sales taxes. A number of factors 
could adversely affect our operating results, including: 


* additional government-imposed increases in minimum and/or tipped wages, overtime pay, paid 
leaves of absence and mandated health benefits; 


* increased tax reporting and tax payment requirements for employees who receive gratuities; 


¢ any failure of our employees to comply with laws and regulations governing citizenship or 
residency requirements resulting in disruption of our work force and adverse publicity against us; 


* a reduction in the number of states that allow gratuities to be credited toward minimum wage 
requirements; and 


* increased employee litigation including claims relating to the Fair Labor Standards Act. 


The federal Americans with Disabilities Act prohibits discrimination on the basis of disability in 
public accommodations and employment. Although our restaurants are designed to be accessible to the 
disabled, we could be required to make modifications to our restaurants to provide service to, or make 
reasonable accommodations for disabled persons. 


Complaints or litigation may hurt us. 


Occasionally, our guests file complaints or lawsuits against us alleging that we are responsible for 
some illness or injury they suffered as a result of a visit to our restaurants, or that we have problems 
with food quality or operations. We are also subject to a variety of other claims arising in the ordinary 
course of our business, including personal injury claims, contract claims, claims from franchisees and 
claims alleging violations of federal and state laws regarding consumer, workplace and employment 
matters, discrimination and similar matters, or we could become subject to class action lawsuits related 
to these matters in the future. The restaurant industry has also been subject to a growing number of 
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claims that the menus and actions of restaurant chains have led to the obesity of certain of their guests. 
In addition, we are subject to “dram shop” statutes. These statutes generally allow a person injured by 
an intoxicated person to recover damages from an establishment that wrongfully served alcoholic 
beverages to the intoxicated person. Some litigation against restaurant chains has resulted in significant 
judgments, including punitive damages, under dram shop statutes. Because a plaintiff may seek punitive 
damages, which may not be covered by insurance, this type of action could have an adverse impact on 
our financial condition and results of operations. Regardless of whether any claims against us are valid 
or whether we are liable, claims may be expensive to defend and may divert time and money away 
from our operations and hurt our performance. A judgment significantly in excess of our insurance 
coverage for any claims could materially adversely affect our business, results of operations, financial 
condition or liquidity. Further, adverse publicity resulting from these allegations may have a material 
adverse effect on us and our restaurants. 


We rely heavily on information technology, and any material failure, weakness or interruption could prevent us 
from effectively operating our business. 


We rely heavily on information systems, including point-of-sale processing in our restaurants, 
payment of obligations, collection of cash, credit and debit card transactions and other processes and 
procedures. Our ability to efficiently and effectively manage our business depends significantly on the 
reliability and capacity of these systems. The failure of these systems to operate effectively, 
maintenance problems, upgrading or transitioning to new platforms could result in delays in guest 
service and reduce efficiency in our operations. Remediation of such problems could result in 
significant, unplanned capital investments. 


We may incur costs resulting from breaches of security of confidential guest information related to our 
electronic processing of credit and debit card transactions. 


We accept electronic payment cards for payment in our restaurants. During 2010, approximately 
75% of our transactions were by credit or debit cards, and such card usage could increase. Other 
retailers have experienced actual or potential security breaches in which credit and debit card 
information may have been stolen. We may in the future become subject to claims for purportedly 
fraudulent transactions arising out of the actual or alleged theft of credit or debit card information, and 
we may also be subject to lawsuits or other proceedings relating to these types of incidents. Any such 
claim or proceeding could cause us to incur significant unplanned expenses, in excess of our insurance 
coverage, which could have an adverse impact on our financial condition and results of operations. 
Further, adverse publicity resulting from these allegations may have a material adverse effect on us and 
our restaurants. 


Our current insurance may not provide adequate levels of coverage against claims. 


We currently maintain insurance customary for businesses of our size and type. However, there are 
types of losses we may incur that cannot be insured against or that we believe are not economically 
reasonable to insure. Such damages could have a material adverse effect on our business and results of 
operations. In addition, we self-insure a significant portion of expected losses under our workers 
compensation, general liability, employment practices liability and property insurance programs. 
Unanticipated changes in the actuarial assumptions and management estimates underlying our reserves 
for these losses could result in materially different amounts of expense under these programs, which 
could have a material adverse effect on our financial condition, results of operations and liquidity. 
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Risks Related to Our Corporate Structure and our Stock Ownership 
Provisions in our charter documents and Delaware law may delay or prevent our acquisition by a third party. 


Our certificate of incorporation and by-laws contain several provisions that may make it more 
difficult for a third party to acquire control of us without the approval of our Board of Directors. 
These provisions include, among other things, advance notice for raising business or making 
nominations at meetings and “blank check” preferred stock. Blank check preferred stock enables our 
Board of Directors, without approval of the stockholders, to designate and issue additional series of 
preferred stock with such dividend, liquidation, conversion, voting or other rights, including the right to 
issue convertible securities with no limitations on conversion, as our Board of Directors may determine. 
The issuance of blank check preferred stock may adversely affect the voting and other rights of the 
holders of our common stock as our Board of Directors may designate and issue preferred stock with 
terms that are senior to our common stock. These provisions may make it more difficult or expensive 
for a third party to acquire a majority of our outstanding common stock. These provisions also may 
delay, prevent or deter a merger, acquisition, tender offer, proxy contest or other transaction that might 
otherwise result in our stockholders receiving a premium over the market price for their common stock. 


The Delaware General Corporation Law prohibits us from engaging in “business combinations” 
with “interested shareholders” (with some exceptions) unless such transaction is approved in a 
prescribed manner. The existence of this provision could have an anti-takeover effect with respect to 
transactions not approved in advance by the Board of Directors, including discouraging attempts that 
might result in a premium over the market price for our common stock. 


ITEM 1B—UNRESOLVED STAFF COMMENTS 


None. 


ITEM 2—PROPERTIES 
Properties 


Our Support Center is located in Louisville, Kentucky. We occupy this facility under leases with 
Paragon Centre Holdings, LLC, a limited liability company in which we have a minority ownership 
position. As of December 28, 2010, we leased 71,342 square feet. Our leases expire between March 31, 
2014 and December 31, 2025. We have an option to renew the leases for an additional five years. Of 
the 274 company restaurants in operation as of December 28, 2010, we owned 117 locations and leased 
157 locations, as shown in the following table. 








State Owned’ Leased Total 
Alabama: 28-3544 ac hat bad Aw aa Bead Se vheot oad bu eed es 3 1 4 
ARTA ZONED a: os. c5,c5 e, cntaped! Ae coped, 8 a gk Ge cat hs Secef alka Gadi cm, ood State he Gig eH S 5 5 10 
Ark ansaS: 4.6 ne a:b a cha bao wa A a Aw ae ee Ae aS — 2 2 
1&0) (0) 16 (0 am ce 7 5 12 
Connecticut: 5 2eca4 004 $eswea vas Posse CaS eae whee 8 — 2 2 
De a Ware. caso: eg) 4 oe gieancn each Gi ow, ed he Goede gs ew es ao 1 1 2 
PIOKIGE 242344 caedinnd Hewes AES Sewanee Rae ad ae 2 4 6 
GEOL BIA 55 sod Sb te hw sae ge hw i's Goad Sen Ws ee bw ie Gol Sd 2 — 2 
Idaho: :2.%4se8c445 hbo ewde Bu aE CAS AA EASE wAES EH 1 3 4 
TUNITOIS: gs. ca.ces ater se cdo fect a BS Gis a eb as Gedo ce 4 we Eiaat 2 5 7 
Indiana. « ics si he sdna Gade Sad ee aki awe saa De aed 7 5 12 
WOW ve eh 4. BA GR he Sew te Be, PR ee oe She ae te 3, BS 2 5 7 
Kansas sched ccs dens deca wae MOSG aH Se RGAE o Sees 2 — 2 
KeMtUkY oie ee din ee ns ta ee a as one es hw we ol Awe 4 4 8 


26 


State Owned’ Leased Total 














LOUWISIANa os ad ede Se he Odd Ene Raw heat eand bee Ss 1 6 7 
IMAI 5, ed ca cas a, eased As cdi 408 he ca, a Stata Gadi cw, a Swe igh EY. — 3 3 
Maryland sic 0% ote a vob ba ah eee ee Snes a eS Seas — 2 2 
Massachusetts: ose s.64.c besa, & 4d aerate dk She ee ee 1 6 7 
Michigai...2c3 6044 ¥90ee0se eae devs aeashersaveaa oe 3 3 8 
MinnGSOtars «4 4 od gean de aia Sw, eed he Gdn a haw Se a te 1 1 2, 
MISSISSIPPI 444s ReeSwns ghee Seb e pew amend ok send owe 1 — 1 
IMiSSOMPI s&s. 2 4p 3 ee a: oe thes oo ws ed Sa teil s, Be Ae ee oY 2 7 9 
Nebraska: sac<445 :deSwae Bu dee CAs AA eae Ew AES OH — 2 2 
Neva at x « 4:46 fda cn etd dS Gist eae Gradient are 4 whe @eiaat we — 1 1 
New Hampshire... sa604 sais cues agie ad ee eae ale ee ered 2 — 2 
NeW JOrS6Yy s. isne sales 4 sbi ae PGMS ewe et we Wwe be 1 2 3 
Neéw MexICO ¢20c46 eae $604 40 00 Sade a¥iwd Gane See 1 1 2 
New: YORK «4 26.2.8 «de syne a ha dda o wlaed Pbwianiene ha a at aes 3 4 7 
North Carolina ... 0.0.0.0... cc ee eee 4 10 14 
North Dakota. vex2.a%.«.% <2 Sea ahs 4% ed eee ky oe ie ae wo ee — 2 2 
OMO Min a aatead Bea ado hae Ede Beh eens oPAES Ss 11 5 16 
£@) 21 100) 00: eee a 2 4 6 
PenNSylVaMa: 6 sis sadas ses eaie neg ney adas Gare ieee ane 3 12 15 
RhOde Slain Osco sce te ccd ie eae bo Se Be dd Se ee 8 ee — 2 2 
South Dakota: 6144654 fos s vase fesse Cae beeen whee O48 1 — 1 
MGMMESSEE: 4.5, a ecg bh andedien ade sete SS weg bo ech a aye GE ae 8 10 10 
TeXAS nis Shak ds Pawaend ewe RE RSS SOG aS a Ree ERS Se 34 13 47 
Wah ate a, od Se pew a es oe i et Sela ds ae Ae eB — 7 7 
Vermont’ sg aacddcd bbea ede ha bane dbs bho ede Ghee es — 1 1 
VIENNA corse, aaron ae nee ow ar aH Ge me oh ends ete demi Greet a eS 3 > 8 
West. VifeiNla.s si. sssd2e sass auee a hiwad es eae Rate ee ered 1 — 1 
WISCONSIN: 2. 26s a2e eM 4. oe ah, 4 Beane 6 GAR eS bee 3 4 7 
WYOMING: ceed sas Heed end beau Hossa HOe Does a wea dae 1 1 
WOtal 95-564 eh a Tae ea a oe GS ae ea Sak 117 157 274 








Additional information concerning our properties and leasing arrangements is included in 
note 2(p) and note 7 to the Consolidated Financial Statements appearing in Part II, Item 8 of this 
Annual Report on Form 10-K. 


ITEM 3—LEGAL PROCEEDINGS 


Occasionally, we are a defendant in litigation arising in the ordinary course of our business, 
including “slip and fall’ accidents, employment related claims and claims from guests or employees 
alleging illness, injury or food quality, health or operational concerns. None of these types of litigation, 
most of which are covered by insurance, has had a material effect on us and, as of the date of this 
report, we are not party to any litigation that we believe would have a material adverse effect on our 
business. 
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On October 8, 2010, the U.S. Equal Employment Opportunity Commission (“EEOC”) for the 
Boston Area Office issued a determination letter in Charge No. 523-2009-00643 alleging that we 
engaged in a pattern and practice of age discrimination in hiring for certain restaurant positions in 
violation of the Age Discrimination in Employment Act. The determination alleges that applicants over 
the age of 40 were denied employment in our restaurants in bartender, host, server and server assistant 
positions due to their age. The EEOC is seeking remedial actions and the payment of damages to 
applicants. We have denied the allegation and intend to vigorously defend against the charge. We are 
currently engaged in the conciliation process with the EEOC. Based on the preliminary status of this 
matter, we cannot estimate the possible amount or range of loss, if any, associated with this matter. 


ITEM 4. (Removed and Reserved) 


None. 


PART II 


ITEM 5—MARKET FOR THE REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER 
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES 


Our common stock is traded on the Nasdaq Global Select Market under the symbol TXRH. The 
common stock has been quoted on the Nasdaq Global Select Market since October 5, 2004. The 
quarterly high and low closing prices of our common stock by quarter were as follows: 


ae oe 
Year ended December 28, 2010 
First Quarter... 64. sca Fees bee wed dle na wa nabs ee os bas $14.24 $10.64 
Second Quarter........ 0.0... eee eee ee ee eee een ee $16.13 $12.59 
"Tid: QUaTIET «ecco, ste eb o Gea cw ecrte ces the Se dieni ves eae he or cneicote Dette we Go ws a $14.60 $12.05 
Fourth Ouarter 4.3% oc aon Aone Sarceata OS ata de nga weak Oe o $18.21 $14.05 
Year ended December 29, 2009 
First Quarters ba cece od hrcech tn ce co, we hier tee wi bcos cbe waco nde Gables Got csl $ 9.98 $ 7.00 
Second: Quarters 414: 4h no aun aw G Ra ald ee God hw auk aw Ge aoe ee $12.57 $ 9.75 
"Third: ‘Quarter 2.6.4.5. hee soe eos See a ES a be eB $11.76 $10.08 
Fourth Ovarter .cs2 = 8 o64 5 oh wh odd Bowe Sb a wae hoe aeons $11.83 $ 9.39 


The number of holders of record of our common stock as of February 18, 2011 was 363. 


On February 17, 2011, our Board of Directors authorized the payment of a cash dividend of $0.08 
per share of common stock. This payment will be distributed on April 1, 2011, to shareholders of 
record at the close of business on March 16, 2011. The declaration and payment of cash dividends on 
our common stock is at the discretion of our Board of Directors, and any decision to declare a 
dividend will be based on a number of factors, including, but not limited to, earnings, financial 
condition, applicable covenants under our credit facility and other contractual restrictions, or other 
factors deemed relevant. 


As of December 28, 2010, shares of common stock authorized for issuance under our equity 
compensation plan are summarized in the following table. The weighted-average option exercise price is 
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for stock options only, as the restricted stock has no exercise price. See note 13 to the Consolidated 
Financial Statements for a description of the plan. 








Shares 
Shares to Be Weighted- Available for 

Issued Upon Average Option Future 

Plan Category Exercise Exercise Price Grants 
Plan approved by stockholders .......... 5,201,922 $11.87 4,298,859 
Plans not approved by stockholders ...... _— — — 
Tilo 4 a hew etnias besos Mee oda ne 5,201,922 $1187 4,298,859 








Unregistered Sales of Equity Securities 


There were no equity securities sold by the Company during the period covered by this Annual 
Report on Form 10-K that were not registered under the Securities Act of 1933, as amended. 


Issuer Repurchases of Securities 


On February 17, 2011, our Board of Directors approved a stock repurchase program under which 
we were authorized to repurchase up to $50.0 million of our common stock. Any repurchases will be 
made through open market transactions. The timing and the amount of any repurchases will be 
determined by management under parameters established by our Board of Directors, based on its 
evaluation of our stock price, market conditions and other corporate considerations. 


On February 14, 2008, our Board of Directors approved a stock repurchase program under which 
we were authorized to repurchase up to $25.0 million of our common stock in open market 
transactions during the two-year period ending February 14, 2010, which was later extended to 
February 14, 2011. On July 8, 2008, our Board of Directors approved a $50.0 million increase in this 
stock repurchase program. This stock repurchase program expired on February 14, 2011. 


We made no purchases of our common stock during the 13 weeks ended December 28, 2010. 
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Stock Performance Graph 


The following graph sets forth cumulative total return experienced by holders of the Company’s 
common stock compared to the cumulative total return of the Russell 3000 Restaurant Index and the 
Russell 3000 Index for the period ended December 28, 2010, the last trading day of our fiscal year. The 
graph assumes the values of the investment in our common stock and each index was $100 on 


December 29, 2004 and the reinvestment of all dividends paid during the period of the securities 
comprising the indices. 


Note: The stock price performance shown on the graph below does not indicate future performance. 


Comparison of Cumulative Total Return Since December 27, 2005 
Among Texas Roadhouse, Inc., the Russell 3000 Index and the Russell 3000 Restaurant Index 
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12/27/05 = 12/26/06 = 12/24/07 = 12/30/08 += 12/29/09 = 12/28/10 
Texas Roadhouse, Inc. ...........0..00 00 eee $100.00 $ 91.52 $ 78.07 $ 50.34 $ 79.86 $119.38 
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ITEM 6—SELECTED CONSOLIDATED FINANCIAL DATA 


We derived the selected consolidated financial data as of and for the years 2010, 2009, 2008, 2007 
and 2006 from our audited consolidated financial statements. 


The Company utilizes a 52 or 53 week accounting period that ends on the last Tuesday in 
December. The Company utilizes a 13 or 14 week accounting period for quarterly reporting purposes. 
Fiscal year 2008 was 53 weeks in length while fiscal years 2010, 2009, 2007 and 2006 were 52 weeks in 
length. Our historical results are not necessarily indicative of our results for any future period. 


Consolidated Statements of Income: 
Revenue: 
Restaurant sales.......... 0.2.00 0005 
Franchise royalties and fees ........... 


Total revenue ................0006 


Income from operations................ 
Income before taxes...............000. 
Provision for income taxes .............. 


Net income including noncontrolling interests 
Less: Net income attributable to 
noncontrolling interests............... 


Net income attributable to Texas 
Roadhouse, Inc. and subsidiaries........ 


Net income per common share: 
Basi); t4.568eagaads bees eiwa yeas 


BASICS, 2) gti se a ee ees eee Se ot ee are 


Fiscal Year 





2010 2009 2008 2007 2006 





(in thousands, except per share data) 


$ 995,988 $934,100 $871,556 $724,372 $586,557 
9,005 8,231 8,905 10,717 10,574 





1,004,993 942,331 880,461 735,089 597,131 





90,617 75,861 62,027 ~—s- 63,213 Ss: 54,369 
88,372 72,809 58398 61,212 53,975 
27,683 23,491 19,389 21,176 19,381 





$ 60,689 $ 49,318 $ 39,009 $ 40,036 $ 34,594 


2,400 1,839 841 711 585 





$ 58,289 $ 47,479 §$ 38,168 $ 39,325 $ 34,009 








$ 0.82 $ 068 $ 053 $ 053 $ 0.46 








$ 0.80 $ 067 $ 052 $ O51 $ 0.44 








71,432 69,967 72,672 74,611 73,876 








72,929 71,298 74,079 76,832 76,520 
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Consolidated Balance Sheet Data: 


Cash. %, s.02oee sree) y aes Bee ae A wi De ew ES 
Total assets: sos6h0c604 Sande herd adaes 


Long-term debt and obligations under 


capital leases, net of current maturities. . . 
Total liabilities... 2... 0.0.0... 
Noncontrolling interests .............. 


Texas Roadhouse, Inc. and subsidiaries 


stockholders’ equity(2).............. 


Selected Operating Data (unaudited): 
Restaurants: 


COMPANY <.4-84 otac $s steG iad ios 
Franchise ............... 00000 ee 
WOtall -s acy erated Rass oe Bs rie S 


Company restaurant information: 


SLOTE WEEKS 4.5 ac ace Ge ese derendss 
Comparable restaurant sales growth(3).. . 
Average unit volumes(4) ............ 
Net cash provided by operating activities ... 
Net cash used in investing activities...... 


Net cash (used in) provided by financing 


ACTIVITIES 225. 5k 45S by Ree ie a Oe ae SS 





Fiscal Year 








2010 2009 2008 2007 2006 
($ in thousands) 

$ 82,215 $ 46,858 $ 5,258 $ 11,564 $ 33,784 

702,801 662,073 622,663 546,029 452,588 

51,906 101,179 132,482 66,482 35,362 

203,419 239,123 259,866 176,264 132,209 

2,766 2,978 2,807 2,384 1,305 

496,616 420,372 359,990 367,381 319,074 

274 261 245 204 163 

71 70 69 81 88 

345 331 314 285 251 

13,803 13,255 11,861 9,499 7,648 
24%  — (2.8)% (2.3) % 1.4% 3.5% 

$ 3,728 $ 3,660 $ 3,823 $ 3,974 $ 3,967 


$119,908 $115,129 $101,214 $ 76,567 $ 79,744 
$(44,816) $(43,134) $(120,216) $(134,532) $(109,845) 


$ (39,735) $(30,395) $ 12,696 $ 35,745 $ (34,898) 


(1) See note 11 to the Consolidated Financial Statements. 


(2) See note 10 to the Consolidated Financial Statements. 


(3) Comparable restaurant sales growth reflects the change in sales over the same period of the prior 
years for the comparable restaurant base. We define the comparable restaurant base to include 
those restaurants open for a full 18 months before the beginning of the later fiscal period. 


(4) Average unit volume represents the average annual restaurant sales for all company restaurants 
open for a full six months before the beginning of the period measured. Although 2008 contained 
53 weeks, for comparative purposes, 2008 average unit volumes were adjusted to a 52-week basis. 
Additionally, average unit volume of company-owned restaurants for 2008, 2007 and 2006 in the 
table above were adjusted to reflect the restaurant sales of any acquired franchise restaurants. 
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ITEM 7—MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND 
RESULTS OF OPERATIONS 


The discussion and analysis below for the Company should be read in conjunction with the 
consolidated financial statements and the notes to such financial statements (pages F-1 to F-31), 
“Forward-looking Statements” (page 3) and Risk Factors set forth in Item 1A. 


Our Company 


Texas Roadhouse is a growing, moderately priced, full-service restaurant chain. Our founder and 
chairman, W. Kent Taylor, started the business in 1993. Our mission statement is “Legendary Food, 
Legendary Service®.” Our operating strategy is designed to position each of our restaurants as the local 
hometown destination for a broad segment of consumers seeking high-quality, affordable meals served 
with friendly, attentive service. The first Texas Roadhouse restaurant opened in Clarksville, Indiana in 
February 1993. As of December 28, 2010, there were 345 restaurants operating in 46 states, including: 


¢ 274 “company restaurants,” of which 263 were wholly-owned and 11 were majority-owned. The 
results of operations of company restaurants are included in our consolidated operating results. 
The portion of income attributable to minority interests in company restaurants that are not 
wholly-owned is reflected in the line item entitled “Net income attributable to noncontrolling 
interests” in our consolidated statements of income. 


¢ 71 “franchise restaurants,” of which 68 were franchise restaurants and 3 were license restaurants. 
We have a 5.0% to 10.0% ownership interest in 21 franchise restaurants. The income derived 
from our minority interests in these franchise restaurants is reported in the line item entitled 
“Equity income from investments in unconsolidated affiliates” in our consolidated statements of 
income. Additionally, we provide various management services to these franchise restaurants, as 
well as five additional franchise restaurants in which we have no ownership interest. 


We have contractual arrangements which grant us the right to acquire at pre-determined valuation 
formulas (i) the remaining equity interests in nine of the 11 majority-owned company restaurants and 
(ii) 65 of the franchise restaurants. 


Presentation of Financial and Operating Data 


We operate on a fiscal year that ends on the last Tuesday in December. Fiscal years 2010 and 2009 
were 52 weeks in length, while the fourth quarters for those years were 13 weeks in length. Fiscal year 
2008 was 53 weeks in length and, as such, the fourth quarter of fiscal year 2008 was 14 weeks in length. 


Long-term Strategies to Grow Earnings Per Share 


Our long-term strategies with respect to increasing net income and earnings per share include the 
following: 


Expanding Our Restaurant Base. We will continue to evaluate opportunities to develop Texas 
Roadhouse restaurants in existing markets and new domestic or international markets. Domestically, we 
will remain focused primarily on mid-sized markets where we believe a significant demand for our 
restaurants exists because of population size, income levels and the presence of shopping and 
entertainment centers and a significant employment base. Our ability to expand our restaurant base is 
influenced by many factors beyond our control and therefore we may not be able to achieve our 
anticipated growth. We moderated our restaurant development plans for 2009 and 2010 due, in part, to 
increasing restaurant development costs, particularly during 2006 to 2009. Throughout 2010, we focused 
on reducing our average capital investment for developing our prototype restaurant by making building 
design modifications and lowering site work costs. Additionally, we have opened two restaurants using a 
new prototype, which is slightly smaller than our typical prototype. Our average capital investment for 
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Texas Roadhouse restaurants opened during 2010, including pre-opening expenses, was $3.7 million, 
which is a decrease of approximately $0.3 million from our $4.1 million average in 2009. Based on the 
decreased restaurant development costs and improved sales in 2010, we have increased our restaurant 
development plans for 2011 to approximately 20 restaurants from 14 restaurants in 2010. We continue 
to focus on driving sales and decreasing restaurant development costs in order to further increase our 
restaurant development in the future. 


We may, at our discretion, add franchise restaurants, domestically and/or internationally, primarily 
with franchisees who have demonstrated prior success with the Texas Roadhouse or other restaurant 
concepts and in markets in which the franchisee demonstrates superior knowledge of the demographics 
and restaurant operating conditions. In conjunction with this strategy, we signed our first international 
franchise agreement on April 26, 2010 for the development of Texas Roadhouse restaurants in eight 
countries in the Middle East over the next ten years, the first of which is expected to open in late 2011. 
Additionally, in 2010, we entered into a joint venture agreement with a casual dining restaurant 
operator in China for minority ownership in three non-Texas Roadhouse restaurants yet to be opened. 
We may also look to acquire franchise restaurants under terms favorable to the Company and our 
stockholders. Additionally, from time to time, we will evaluate potential mergers, acquisitions, joint 
ventures or other strategic initiatives to acquire or develop additional concepts. Of the 274 restaurants 
we owned and operated at the end of 2010, 271 operated as Texas Roadhouse restaurants, while three 
operated under the name of Aspen Creek. All of our planned restaurant growth in 2011 will be Texas 
Roadhouse restaurants. 


Maintaining and/or Improving Restaurant Level Profitability. We plan to maintain, or possibly 
increase, restaurant level profitability through a combination of increased comparable restaurant sales 
and operating cost management. In 2010, our average unit volumes and comparable restaurant sales 
increased 1.9% and 2.4%, respectively. The growth in these measures was primarily due to higher guest 
traffic counts, which we believe is due to our continued focus on encouraging repeat visits by our guests 
by not sacrificing any operational standards relating to our quality of food and service, along with an 
improvement in the overall economy. We also continue to drive various localized marketing programs 
in order to attract new guests and increase the frequency of visits of our existing guests. Additionally, 
we believe we have been conservative with menu price increases. 


From 2006 through 2009, average unit volumes and comparable restaurant sales declined primarily 
as a result of lower guest traffic counts and lower increases in average guest check. We believe the 
lower guest traffic counts across these periods were primarily attributable to a general softening of the 
overall consumer environment, consistent with the casual dining industry, as a whole, experiencing 
lower guest traffic counts. During this four-year span, consumer casual dining restaurant demand was 
negatively impacted by increasing unemployment rates and higher menu prices resulting from 
inflationary pressures such as certain state minimum and tipped wage increases, along with higher 
gasoline prices. We believe all of these pressures negatively impacted guest traffic counts for us, as well 
as the industry. 


In addition to lower guest traffic counts from 2006 through 2009, we have experienced declining 
year-over-year growth in our per person average check since fiscal year 2005 for two reasons. First, we 
have implemented fewer and smaller menu price increases largely due to the general softening of the 
overall economy over the last four to five years. Second, we have experienced guests shifting their 
selections to lower priced menu items and/or purchasing fewer alcoholic beverages over the last few 
years. As a result, we have seen less year-over-year growth in our per person average check, despite the 
menu price increases we have implemented. 


Leveraging Our Scalable Infrastructure. To support our growth, we continue to make investments in 
our infrastructure. Over the past several years, we have made significant investments in our 
infrastructure including information systems, real estate, human resources, legal, marketing and 
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operations. Historically, general and administrative costs have increased at a slower growth rate than 
our revenue. Whether we are able to continue leveraging our infrastructure will depend, in part, on our 
new restaurant and comparable restaurant sales growth rates going forward. 


Returning Capital to Shareholders. We continue to look at opportunities to return capital to our 
shareholders, including through the repurchases of common stock and the payment of dividends. Our 
Board of Directors has approved a stock repurchase program under which we are authorized to 
repurchase up to $50.0 million of our common stock through open market transactions. We made no 
purchases of our common stock during the 52 weeks ended December 28, 2010. 


On February 17, 2011, our Board of Directors authorized the payment of a cash dividend of $0.08 
per share of common stock. This payment will be distributed on April 1, 2011, to shareholders of 
record at the close of business on March 16, 2011. The declaration and payment of cash dividends on 
our common stock is at the discretion of our Board of Directors, and any decision to declare a 
dividend will be based on a number of factors, including, but not limited to, earnings, financial 
condition, applicable covenants under our credit facility and other contractual restrictions, or other 
factors deemed relevant. 


Key Operating Personnel 


Key personnel who have a significant impact on the performance of our restaurants include 
managing and market partners. Each company restaurant has one managing partner who serves as the 
general manager. Market partners can provide supervisory services for up to 10 to 15 managing 
partners and their respective management teams. Market partners also assist with our site selection 
process and recruitment of new management teams. The managing partner of each company restaurant 
and their corresponding market partners are required, as a condition of employment, to sign a 
multi-year employment agreement. The annual compensation of our managing and market partners 
includes a base salary plus a percentage of the pre-tax net income of the restaurant(s) they operate or 
supervise. Managing and market partners are eligible to participate in our equity incentive plan and, as 
a general rule, are required to make deposits of $25,000 and $50,000, respectively. Generally, the 
deposits are refunded after five years of service. 


Key Measures We Use To Evaluate Our Company 


Key measures we use to evaluate and assess our business include the following: 


Number of Restaurant Openings. Number of restaurant openings reflects the number of 
restaurants opened during a particular fiscal period. For company restaurant openings we incur 
pre-opening costs, which are defined below, before the restaurant opens. Typically new restaurants open 
with an initial start-up period of higher than normalized sales volumes, which decrease to a steady level 
approximately three to six months after opening. However, although sales volumes are generally higher, 
so are initial costs, resulting in restaurant operating margins that are generally lower during the start-up 
period of operation and increase to a steady level approximately three to six months after opening. 


Comparable Restaurant Sales Growth. Comparable restaurant sales growth reflects the change in 
year-over-year sales for the comparable restaurant base. We define the comparable restaurant base to 
include those restaurants open for a full 18 months before the beginning of the later fiscal period 
excluding restaurants closed during the period. Comparable restaurant sales growth can be generated 
by an increase in guest traffic counts or by changes in the per person average check amount. Menu 
price changes and the mix of menu items sold can affect the per person average check amount. 


Average Unit Volume. Average unit volume represents the average annual restaurant sales for all 
company restaurants open for a full six months before the beginning of the period measured. Average 
unit volume excludes sales on restaurants closed during the period. Growth in average unit volumes in 
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excess of comparable restaurant sales growth is generally an indication that newer restaurants are 
operating with sales levels in excess of the company average. Conversely, growth in average unit 
volumes less than growth in comparable restaurant sales growth is generally an indication that newer 
restaurants are operating with sales levels lower than the company average. 


Store Weeks. Store weeks represent the number of weeks that our company restaurants were open 
during the reporting period. 


Restaurant Margins. Restaurant margins represent restaurant sales less restaurant operating costs 
(as a percentage of restaurant sales). Restaurant margins may fluctuate based on inflationary pressures, 
commodity costs and wage rates. 


Other Key Definitions 


Restaurant Sales. Restaurant sales include gross food and beverage sales, net of promotions and 
discounts. Sales taxes collected from customers and remitted to governmental authorities are accounted 
for on a net basis and therefore are excluded from restaurant sales in the consolidated statements of 
income. 


Franchise Royalties and Fees. Domestic franchisees typically pay a $40,000 initial franchise fee for 
each new restaurant and a franchise renewal fee equal to the greater of 30% of the then-current initial 
franchise fee or $10,000 to $15,000. Franchise royalties consist of royalties in an amount up to 4.0% of 
gross sales, as defined in our franchise agreement, paid to us by our franchisees. 


Restaurant Cost of Sales. Restaurant cost of sales consists of food and beverage costs. 


Restaurant Labor Expenses. Restaurant labor expenses include all direct and indirect labor costs 
incurred in operations except for profit sharing incentive compensation expenses earned by our 
managing and market partners. These profit sharing expenses are reflected in restaurant other 
operating expenses. Restaurant labor expenses also include share-based compensation expense related 
to restaurant-level employees. 


Restaurant Rent Expense. Restaurant rent expense includes all rent associated with the leasing of 
operating real estate and includes base, percentage and straight-line rent expense. 


Restaurant Other Operating Expenses. Restaurant other operating expenses consist of all other 
restaurant-level operating costs, the major components of which are utilities, supplies, advertising, 
repair and maintenance, property taxes, credit card fees and general liability insurance. Profit sharing 
allocations to managing partners and market partners are also included in restaurant other operating 
expenses. 


Pre-opening Expenses. Pre-opening expenses, which are charged to operations as incurred, consist 
of expenses incurred before the opening of a new restaurant and are comprised principally of opening 
team and training salaries, travel expenses, rent, and food, beverage and other initial supplies and 
expenses. 


Depreciation and Amortization Expenses. Depreciation and amortization expenses (“D&A”) 
includes the depreciation of fixed assets and amortization of intangibles with definite lives. 


Impairment and closure costs. Impairment and closure costs include any impairment of long-lived 
assets, including goodwill, associated with restaurants where the carrying amount of the asset is not 
recoverable and exceeds the fair value of the asset and expenses associated with the closure of a 
restaurant. Closure costs also include any gains or losses associated with the sale of a closed restaurant 
and/or assets held for sale. 
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General and Administrative Expenses. General and administrative expenses (“G&A”) are 
comprised of expenses associated with corporate and administrative functions that support development 
and restaurant operations and provide an infrastructure to support future growth. Supervision and 
accounting fees received from certain franchise restaurants and license restaurants are offset against 
G&A. G&A also includes share-based compensation expense related to executive officers, support 
center employees and area managers, including market partners. 


Interest Expense, Net. Interest expense includes the cost of our debt obligations including the 
amortization of loan fees, reduced by interest income and capitalized interest. Interest income includes 
earnings on cash and cash equivalents. 


Equity Income from Unconsolidated Affiliates. As of December 28, 2010 and December 29, 2009, 
we owned 5.0% to 10.0% equity interest in 21 franchise restaurants. As of December 30, 2008, we 
owned 5.0% to 10.0% equity interest in 19 franchise restaurants. Equity income from unconsolidated 
affiliates represents our percentage share of net income earned by these unconsolidated affiliates. 


Net Income Attributable to Noncontrolling Interests. Minority interest represents the portion of 
income attributable to the other owners of the majority-owned or controlled restaurants. Our 
consolidated subsidiaries at December 28, 2010 included 11 majority-owned restaurants, all of which 
were open. Our consolidated subsidiaries at December 29, 2009 and December 30, 2008 included ten 
majority-owned restaurants, all of which were open. 


Managing Partners and Market Partners. Managing partners are single unit operators who have 
primary responsibility for the day-to-day operations of the entire restaurant and are responsible for 
maintaining the standards of quality and performance we establish. Market partners, generally, have 
supervisory responsibilities for up to 10 to 15 restaurants. In addition to supervising the operations of 
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our restaurants, they are also responsible for the hiring and development of each restaurant’s 
management team and assist in the new restaurant site selection process. 


Consolidated Statements of Income: 
Revenue: 


Restaurant sales... ...........002-000- 
Franchise royalties and fees ............. 


Total: revenue: x: s, eane 0 GS ow edn OR Sw es 


Costs and expenses: 
(As a percentage of restaurant sales) 
Restaurant operating costs: 


Cost of sales .. 2... 2... . ce eee ee et 
LabOP :s4.s:s68e00 804 a Saks eas hoa he 
FRG TIE: 5. bo deez: co, ethecas hae etdions es lee Be eed ae ete he ae 
Other operating .................00. 


(As a percentage of total revenue) 


Pre-opening................. 0000000. 
Depreciation and amortization ........... 
Impairment and closures ............... 
General and administrative.............. 


Total costs and expenses ................. 
Income from operations ................. 
Interest expense, net.................00. 


Equity income from investments in 


unconsolidated affiliates ................ 


Income before taxes 4.0054 66.5% oa eas 
Provision for income taxes...............0. 


Net income including noncontrolling interests . . 


Net income attributable to noncontrolling 


INGELESUS:. 64:5 chee Shed Soe Ow elaateaek & 


Net income attributable to Texas 


Roadhouse, Inc. and subsidiaries.......... 


Results of Operations 





Fiscal Year 





























2010 2009 2008 
$ % $ % $ % 
(in thousands) 

995,988 99.1 934,100 99.1 871,556 99.0 
9,005 0.9 8,231 0.9 8,905 1.0 
1,004,993 100.0 942,331 100.0 880,461 100.0 
324,267 32.6 312,800 33.5 308,123 35.4 
293,022 29.4 276,626 29.6 253,132 29.0 
21,361 2.1 20,018 2.1 15,879 1.8 
172,893 17.4 158,961 17.0 146,019 16.8 
7,051 0.7 5,813 0.6 11,604 1.3 
41,283 4.1 41,822 4.4 37,694 4.3 
2,005 0.2 3,000 0.3 2,175 0.2 
52,494 5.2 47,430 5.0 43,808 5.0 
914,376 91.0 866,470 91.9 818,434 93.0 
90,617 9.0 75,861 8.1 62,027 7.0 
2,673 0.3 3,273 0.3 3,844 0.4 
(428) 0.0 G21) 00 (215) 0.0 
88,372 8.8 72,809 7.7 58,398 6.5 
27,683 2.8 23,491 2.5 19,389 22 
60,689 6.0 49,318 5.2. 39,009 4.4 
2,400 0.2 1,839 0.0 841 0.0 
58,289 5.8 47,479 5.0 38,168 4.3 
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Restaurant Unit Activity 


Company Franchise Total 














Balance at December 25, 2007 ............. 0000005 204 81 285 
OPE MINS. 6% 5 aera wt wb ws ae OE aie oe we ee we 29 1 30 
Acquisitions (Dispositions) ..............00 eee eee 13 (13) — 
CIOSUTES caste ai de ord a ater ain heerlen ge ae, Gaede (1) — (1) 
Balance at December 30, 2008 ................0004 245 69 314 
OPeMIN ES ss 6a gos OS ESS Sea DEES OE Caw eS Se Bees 17 3 20 
Acquisitions (Dispositions) ..................0000. 1 (1) — 
CIOSULES® i:c5.4-g-ca va Ggoels deesa eee ewesSea a dyeds (2) (1) (3) 
Balance at December 29, 2009 ..............0.00084 261 70 331 
OPehINES yo s4% cso 8 oS Se saw SEA eed R ESR Seah N ESS 14 1 15 
Acquisitions (Dispositions) ............... 00.0000. — — — 
CIOSULES 26.54.83 Keo lae ca weGSS bea twesos CTR HESA (1) — (1) 
Balance at December 28, 2010 ................005.5 274 71 345 








Restaurant Sales 


Restaurant sales increased by 6.6% in 2010 as compared to 2009. This increase was attributable to 
the opening of new restaurants and an increase in average unit volumes. Restaurant sales increased by 
7.2% in 2009 compared to 2008. This increase was attributable to the opening of new restaurants and 
the acquisitions of franchise restaurants in fiscal 2008, partially offset by a decrease in comparable 
restaurant sales and average unit volumes coupled with the addition of a 53™ week in 2008. Restaurant 
sales for 2009 were negatively impacted by 2.2% as a result of the extra week in 2008, which resulted in 
$17.9 million in additional restaurant sales. 


The following table summarizes certain key drivers and/or attributes of restaurant sales at company 
restaurants for the periods. Although 2008 contained 53 weeks, for comparative purposes, 2008 average 
unit volumes were adjusted to a 52-week basis. 














2010 2009 2008 

Company Restaurants 
Increase in store weeks ...............00000. 41% 11.8% 24.9% 
Increase/(decrease) in average unit volumes ...... 1.9 (4.3) (3.8) 
Other) .ccsaegiaaieterssedeeae den tavedd 0.6 (0.3) (0.8) 

Total increase in restaurant sales............. 6.6% 7.2% 20.3% 
StOPe WEEKSt«, 54- asc. Bais. be be dow ah whe CE ae 13,803 13,255 11,861 
Comparable restaurant sales growth/(decline) ..... 2.4% (2.8)% 2.3% 
Average unit volume (in thousands) ............ $ 3,728 $3,660 $ 3,823 





(1) Includes the impact of the year-over-year change in sales volume of restaurants open less 
than six months before the beginning of the period measured and, if applicable, the 
impact of restaurants closed during the period. 


The increase in store weeks for 2010 and 2009 was primarily attributable to the opening of new 
restaurants. The increase in store weeks for 2009 was also impacted by the acquisition of 13 franchise 
restaurants in 2008. Company restaurant count activity is shown in the restaurant unit activity table 
above. 


39 


The increase in average unit volumes for 2010 compared to 2009 was primarily driven by a 
combination of positive comparable restaurant sales and higher year-over-year sales at newer 
restaurants. For 2010, comparable restaurant sales increased 2.4% which was generated by an increase 
in guest traffic counts, partially offset by a slight decline in our per person average check. For 2009, 
comparable restaurant sales decreased 2.8%, which was generated primarily by a decrease in guest 
traffic counts, while our per person average check remained fairly constant. 


We have implemented certain menu pricing increases to partially offset impacts from higher 
operating costs and other inflationary pressures. The following table summarizes our menu pricing 
actions for the periods shown. 


Increased Menu Pricing 





PTW os asciay Masts Sag rGnatlnr dst Gn we yer ashes a nanat ne naN, aaine erg ees 14% 
May/June 2008 os cava es ba eS A Neg OS Case oS Seed OS OO 1.5% 
January/February 2008 .. 2... 0... cee ee eee 1.1% 


As some guests are purchasing fewer alcoholic beverages and/or shifting their selections to lower 
priced menu items, average guest check has not increased in line with the menu price increases above. 
While we did not take any pricing increases in 2010 due to the favorable commodities environment, we 
plan to take a menu price increase of averaging approximately 1% during the first quarter of 2011 as a 
result of expected inflationary pressures, primarily commodities, in 2011. 


In 2011, we plan to open approximately 20 additional company restaurants. We have either begun 
construction or have sites under contract for purchase or lease for 18 of the 20 restaurants. We may 
evaluate additional opportunities for international development and possibly acquiring additional 
franchise restaurants in 2011. 


Franchise Royalties and Fees 


Franchise royalties and fees increased by $0.8 million or by 9.4% in 2010 from 2009. This increase 
was primarily attributable to an increase in average unit volumes, increasing royalty rates in conjunction 
with the renewal of certain franchise agreements, and the opening of a new restaurant in the second 
quarter of 2010. Franchise royalties and fees decreased by $0.7 million, or by 7.6%, in 2009 from 2008. 
The decrease in 2009 was primarily attributable to the loss of royalties associated with the acquisition 
of 13 franchise restaurants in 2008, the reduction of royalties in several restaurants, a decrease in 
average unit volumes and the additional week in fiscal 2008. This decrease was partially offset by new 
franchise restaurants in 2009 and increasing royalty rates and franchise fees in conjunction with the 
renewal of certain franchise agreements. Franchise comparable restaurant sales increased by 2.5% in 
2010 and decreased by 2.5% in 2009. Franchise restaurant count activity is shown in the restaurant unit 
activity table above. 


Restaurant Cost of Sales 


Restaurant cost of sales, as a percentage of restaurant sales, decreased to 32.6% in 2010 from 
33.5% in 2009. This decrease was primarily attributable to the benefit of lower beef costs and lower 
food costs on items such as oil-based and wheat ingredients. For 2011, we have fixed price contracts, 
which include some floor and ceiling pricing, for approximately 65% of our overall food costs with the 
remainder subject to fluctuating market prices. We expect commodity cost inflation of approximately 
3.0% in 2011. 


Restaurant cost of sales, as a percentage of restaurant sales, decreased to 33.5% in 2009 from 
35.4% in 2008. This decrease was primarily attributable to the benefit of lower beef, dairy and produce 
costs and menu price increases discussed above, partially offset by higher commodity costs on chicken 
and food items such as wheat and oil-based ingredients. 
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Restaurant Labor Expenses 


Restaurant labor expenses, as a percentage of restaurant sales, decreased to 29.4% in 2010 from 
29.6% in 2009. This decrease was primarily attributable to an increase in average unit volumes and 
lower state unemployment tax expense, partially offset by higher average wage rates. Additionally, lower 
workers’ compensation claims experience resulted in lower year-over-year workers’ compensation 
expense for 2010. 


We anticipate our labor costs will continue to be pressured by inflation, driven by higher wage 
rates partially due to federal and state-mandated increases in minimum and tip wage rates. These 
increases may or may not be offset by additional menu price adjustments. 


Restaurant labor expenses, as a percentage of restaurant sales, increased to 29.6% in 2009 from 
29.0% in 2008. This increase was primarily attributable to a decrease in average unit volumes combined 
with higher average wage rates and higher payroll tax expense as a result of increased state 
unemployment rates that began in the first quarter of 2009. These increases were partially offset by 
menu price increases discussed above. Higher average hourly wage rates resulted from several state- 
mandated increases in minimum and tip wage rates throughout 2008 and 2009, including increases in 
the federal minimum wage rate in July 2008 and July 2009. 


Restaurant Rent Expense 


Restaurant rent expense, as a percentage of restaurant sales, remained the same in 2010 compared 
to 2009 at 2.1%, which was an increase from 1.8% in 2008. In 2010, the benefit from an increase in 
average unit volumes offset the impact of leasing more land and buildings than in the past. The 
increase in 2009 was primarily attributable to a decrease in average unit volumes, combined with rent 
expense associated with the franchise restaurants acquired in 2008 and the restaurants opened in 2009 
and 2008, as we are leasing more land and buildings than we have in the past. 


Restaurant Other Operating Expenses 


Restaurant other operating expenses, as a percentage of restaurant sales, increased to 17.4% in 
2010 from 17.0% in 2009. This increase was primarily attributable to higher costs for managing partner 
and market partner bonuses, as a percentage of sales, and higher general liability insurance costs, 
partially offset by an increase in average unit volumes. Managing partner and market partner bonuses 
were higher in 2010 as a result of improved restaurant sales and higher margins. General liability 
insurance costs were $1.5 million higher in 2010 primarily due to changes in our claims development 
history based on our recent actuarial report. 


Restaurant other operating expenses, as a percentage of restaurant sales, increased to 17.0% in 
2009 from 16.8% in 2008. This increase was primarily attributable to a decrease in average unit 
volumes and higher costs for general liability insurance, repairs and maintenance, managing partner and 
market partner bonuses, property taxes and credit card charges, as a percentage of restaurant sales, 
partially offset by lower utilities and supplies expense. During 2009, a $0.1 million adjustment made to 
general liability insurance expense due to favorable general liability claims experience based on our 
most recent quarterly actuarial analysis was lower than a $0.5 million adjustment made in 2008. 
Managing partner and market partner bonus expense was higher in 2009 as a result of improved 
restaurant margins. 


Restaurant Pre-opening Expenses 


Pre-opening expenses in 2010 increased to $7.1 million from $5.8 million in 2009. This increase was 
primarily attributable to more restaurants in the development pipeline during 2010 as compared to 
2009, driven by our plan to open 20 company restaurants in 2011 as compared to 14 company 
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restaurants in 2010. Pre-opening costs will fluctuate from period to period based on the number and 
timing of restaurant openings and the number and timing of restaurant managers hired. Based on our 
increased restaurant development plans, we expect pre-opening expense to be higher in 2011. 


Pre-opening expenses in 2009 decreased to $5.8 million from $11.6 million in 2008. This decrease 
was primarily attributable to fewer openings and fewer restaurants being in the development pipeline in 
2009 compared to 2008. In 2009, we reduced our planned Company-owned restaurant openings to 17 
restaurants compared to 29 restaurants in 2008. 


Depreciation and Amortization Expenses (““D&A”’) 


D&A, as a percentage of revenue, decreased to 4.1% in 2010 from 4.4% in 2009. This decrease 
was primarily attributable to an increase in average unit volumes and lower depreciation expense on 
older restaurants, partially offset by higher depreciation expense, as a percentage of revenue, on 
restaurants opened in 2009. D&A, as a percentage of revenue, increased to 4.4% in 2009 from 4.3% in 
2008. The increase in 2009 was primarily attributable to higher construction costs and other capital 
spending on new restaurants, a decrease in average unit volumes and the impact of having an 
additional week of sales in 2008, partially offset by lower depreciation expense in older restaurants. 


Impairment and Closure Expenses 


Impairment and closure expenses decreased to $2.0 million in 2010 from $3.0 million in 2009, 
which was an increase from $2.2 million in 2008. In 2010, impairment and closure expenses included 
$1.7 million associated with the impairment of goodwill related to four restaurants and $0.2 million 
related to the write-down of equipment and ongoing closure costs associated with one restaurant, which 
was closed in Q2 2010. The remaining $0.1 million in expenses were ongoing closure costs associated 
with one restaurant closed in 2008. The goodwill impairment charges in 2010 resulted from our annual 
testing, which relies, in part, on the historical and projected future cash flows of individual restaurants. 
We assign goodwill at the individual restaurant level. As such, we anticipate that we will incur future 
impairment charges as the historical and/or projected future financial performance of these restaurants 
change. The amount and timing of any potential future charges, however, is difficult to predict. 


In 2009, impairment and closure expenses included $3.2 million associated with the impairment of 
goodwill, reacquired franchise rights and other long-lived assets (primarily building and equipment). 
The impairment charges were primarily triggered by our analysis of historical results and projected 
future cash flows at five underperforming restaurants. After performing tests for impairment, it was 
determined that goodwill, reacquired franchise rights and certain other long-lived assets associated with 
these five restaurants were impaired (two of which were fully impaired) and, accordingly, we recorded 
impairment charges related to these assets of $1.4 million, $0.5 million and $1.3 million, respectively. 
Additionally, in 2009, we recorded a gain of $0.6 million related to the sale of one restaurant which 
was relocated, a charge of $0.5 million in conjunction with the closure of one restaurant, and a credit 
of $0.1 million related to the settlement of a lease reserve associated with one restaurant which was 
closed in 2008. 


In 2008, we recorded an impairment charge of $1.4 million related to the write-down of land, 
building and equipment associated with one underperforming restaurant and a charge of $0.8 million 
due to the lease reserve and other charges related to the closure of one restaurant. 


See note 15 in the Consolidated Financial Statements for further discussion regarding closures and 
impairments recorded in 2010, 2009 and 2008, including the impairments of goodwill and other 
long-lived assets. 
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General and Administrative Expenses (“G&A’’) 


G&A, as a percentage of total revenue, increased to 5.2% in 2010 from 5.0% in 2009. The 
increase is primarily attributable to higher costs associated with our annual managing partner 
conference and higher salary expense, partially offset by an increase in average unit volumes. Costs 
associated with our annual conference were $3.4 million in 2010 compared to $2.0 million in 2009. The 
majority of these costs were incurred during the second fiscal quarter in each year. We anticipate that 
the costs associated with our 2011 annual conference will be approximately $2.0-2.5 million. In addition, 
we expect share-based compensation costs to be approximately $1.7 million higher in 2011 compared to 
2010 as a result of a grant of restricted stock units on January 8, 2011 in conjunction with the extension 
of certain executive employment contracts at the beginning of 2010. 


G&A, as a percentage of total revenue, remained flat at 5.0% in 2009 compared to 2008. In 2009, 
higher performance-based bonus expense for executive and other support center employees were offset 
by lower abandoned site costs and the leveraging of costs due to revenue growth. Bonus expense was 
$3.5 million higher in 2009 for two reasons. First, additional bonus expense of $2.1 million was 
recorded in 2009 due to exceeding our bonus targets for fiscal 2009. Second, in 2008, bonus expense 
was lower by $1.4 million due to not meeting our bonus targets in fiscal 2008. Abandoned site costs 
were $0.8 million higher in 2008 as a result of cutting back our planned openings for 2009. 


Interest Expense, Net 


Net interest expense decreased to $2.7 million in 2010 from $3.3 million in 2009. This decrease was 
primarily attributable to the decrease in outstanding borrowings under our credit facility. 


Net interest expense decreased to $3.3 million in 2009 from $3.8 million in 2008. This decrease was 
primarily due to lower interest rates, partially offset by lower capitalized interest. Lower capitalized 
interest was primarily due to slower restaurant development in 2009 compared to 2008. 


Income Taxes 


We account for income taxes in accordance with Financial Accounting Standards Board (“FASB”) 
Accounting Standards Codification (“ASC”) 740, Income Taxes (“ASC 740’). Our effective tax rate 
decreased to 32.2% from 33.1% in 2009. The decrease in 2010 was primarily attributable to higher 
work opportunity tax credits, lower non-deductible stock compensation expense and a decrease in the 
non-deductibility of officers’ compensation. The decrease was partially offset by the impact of higher 
profitability, which led to a lower benefit, on a percentage basis, of federal tax credits. The higher work 
opportunity tax credits resulted from the expansion of the federal program for disconnected youth for 
eligible employees hired through 2010. We expect the effective tax rate to be approximately 32.6% for 
fiscal 2011. 


Our effective tax rate decreased to 33.1% in 2009 from 33.7% in 2008. The decrease was primarily 
attributable to lower non-deductible stock compensation expense, partially offset by an increase in the 
non-deductibility of officers’ compensation and goodwill impairment in 2009. 
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Liquidity and Capital Resources 


The following table presents a summary of our net cash provided by (used in) operating, investing 
and financing activities: 


Fiscal Year 











2010 2009 2008 
(in thousands) 
Net cash provided by operating activities ....... $119,908 $115,129 $ 101,214 
Net cash used in investing activities ........... (44,816) (43,134) (120,216) 
Net cash (used in) provided by financing activities. (39,735) — (30,395) 12,696 
Net increase (decrease) in cash .............. $ 35,357 $ 41,600 $ (6,306) 








Net cash provided by operating activities was $119.9 million in 2010 compared to $115.1 million in 
2009. This increase was primarily due to higher net income, partially offset by other changes in working 
capital. Net income was $11.4 million higher as a result of opening new restaurants, average unit 
volume growth and higher margins. Net cash provided by operating activities was $115.1 million in 2009 
compared to $101.2 million in 2008. This increase was primarily due to higher net income, as a result 
of opening new restaurants, along with other changes in working capital. 


Our operations have not required significant working capital and, like many restaurant companies, 
we have been able to operate with negative working capital. Sales are primarily for cash, and restaurant 
operations do not require significant inventories or receivables. In addition, we receive trade credit for 
the purchase of food, beverages and supplies, thereby reducing the need for incremental working 
capital to support growth. 


Net cash used in investing activities was $44.8 million in 2010 compared to $43.1 million in 2009. 
This increase was primarily due to spending on capital expenditures. While we opened 14 restaurants in 
2010, compared to 17 restaurants in 2009, we had more restaurants in the development pipeline in 2010 
as a result of planned increased growth in 2011. Net cash used in investing activities was $43.1 million 
in 2009 compared to $120.2 million in 2008. This decrease was due to fewer restaurants in the 
development pipeline in 2009 along with the $17.8 million use of cash associated with the acquisition of 
franchise restaurants in 2008. In 2009, we opened 17 restaurants compared to 29 restaurants opened in 
2008. 


We require capital principally for the development of new company restaurants, the refurbishment 
of existing restaurants and the acquisitions of franchise restaurants, if any. We either lease our 
restaurant site locations under operating leases for periods of five to 30 years (including renewal 
periods) or purchase the land where it is cost effective. As of December 28, 2010, there were 117 
restaurants developed on land which we owned. 


The following table presents a summary of capital expenditures related to the development of new 
restaurants, the refurbishment of existing restaurants and the acquisition of franchise restaurants: 














2010 2009 2008 
(in 000’s) 
New company restaurants... 0.0... 0. cee eee eee $29,796 $30,633 $ 89,828 
Refurbishment of existing restaurants(1) ...............00000005 15,255 14,883 12,708 
Total capital expenditures... 0.0... ... cee eee $45,051 $45,516 $102,536 
Acquisition of franchise restaurants, net of cash acquired ........... $ — $ 25 $ 17,835 
Restaurant-related repairs and maintenance expense(2) ............ $11,888 $11,088 $ 9,135 





(1) Includes minimal capital expenditures related to support center office. 
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(2) These amounts were recorded as an expense in the income statement as incurred. 


Our future capital requirements will primarily depend on the number of new restaurants we open, 
the timing of those openings and the restaurant prototype developed in a given fiscal year. These 
requirements will include costs directly related to opening new restaurants and may also include costs 
necessary to ensure that our infrastructure is able to support a larger restaurant base. In 2011, we 
expect our capital expenditures to be $65.0 to $70.0 million, the majority of which will relate to planned 
restaurant openings. This amount excludes any cash used for franchise acquisitions. We intend to satisfy 
our capital requirements over the next 12 months with cash on hand, net cash provided by operating 
activities and, if needed, funds available under our credit facility. For 2011, we anticipate net cash 
provided by operating activities will exceed capital expenditures, which we currently plan to use to 
increase our cash balance, repurchase common stock, pay dividends, and/or repay borrowings under our 
credit facility. 


Net cash used in financing activities was $39.7 million in 2010 compared to $30.4 million in 2009. 
This increase was primarily due to paying down more on borrowings on our credit facility, partially 
offset by an increase in proceeds from the exercise of stock options. Net cash used in financing 
activities was $30.4 million in 2009 compared to net cash provided by financing activities of 
$12.7 million in 2008. The decrease in 2009 was primarily due to repayment of $31.0 million in 
borrowings and decreased borrowings under our credit facility, offset by stock repurchases in 2008. The 
decrease in 2008 was primarily due to increased borrowings under our credit facility in 2008, offset by 
stock repurchases of $57.0 million in 2008. The increased borrowings under our credit facility in 2008 
are due to borrowings of approximately $57.0 million in conjunction with stock repurchases in 2008 and 
approximately $20.0 in conjunction with acquisitions of franchise restaurants in 2008. 


On February 17, 2011, our Board of Directors approved a stock repurchase program under which 
we were authorized to repurchase up to $50 million of our common stock. Any repurchases will be 
made through open market transactions. The timing and the amount of any repurchases will be 
determined by the Company’s management under parameters established by the Board of Directors, 
based on its evaluation of the Company’s stock price, market conditions and other corporate 
considerations. Also on February 17, 2011, our Board of Directors authorized the payment of a cash 
dividend of $0.08 per share of common stock. This payment will be distributed on April 1, 2011, to 
shareholders of record at the close of business on March 16, 2011. 


On February 14, 2008, our Board of Directors approved a stock repurchase program under which 
we were authorized to repurchase up to $25.0 million of our common stock during the two-year period 
ending February 14, 2010, which was later extended to February 14, 2011. On July 8, 2008, our Board 
of Directors approved a $50.0 million increase in the Company’s stock repurchase program, thereby 
increasing the Company’s total stock repurchase authorization to $75.0 million. During 2008, we 
repurchased 6,512,807 shares for an aggregate purchase price of $57.0 million. No repurchases were 
made in 2010 or 2009. This program expired on February 14, 2011. 


In 2010, we paid distributions of $2.2 million to equity holders of ten of our majority-owned 
company restaurants. In 2009, we paid $2.1 million to equity holders of nine of our majority-owned 
company restaurants. In 2008, we paid $1.3 million to equity holders of seven of our majority-owned 
company restaurants. 


We have a $250.0 million five-year revolving credit facility with a syndicate of commercial lenders 
led by Bank of America, N.A., Banc of America Securities LLC and National City Bank which, in 
December 2008, was acquired by PNC Bank. The facility expires on May 31, 2012. The terms of the 
facility require us to pay interest on outstanding borrowings at the London Interbank Offered Rate 
(“LIBOR’”) plus a margin of 0.50% to 0.875% and to pay a commitment fee of 0.10% to 0.175% per 
year on any unused portion of the facility, in both cases depending on our leverage ratio. The 
weighted-average interest rate for the revolver at December 28, 2010 was 3.59%, including interest rate 
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swaps. The lenders’ obligation to extend credit under the facility depends on us maintaining certain 
financial covenants, including a minimum consolidated fixed charge coverage ratio of 2.00 to 1.00 and a 
maximum consolidated leverage ratio of 3.00 to 1.00. The credit facility permits us to incur additional 
secured or unsecured indebtedness outside the facility, except for the incurrence of secured 
indebtedness that in the aggregate exceeds 20% of our consolidated tangible net worth or 
circumstances where the incurrence of secured or unsecured indebtedness that would prevent us from 
complying with our financial covenants. We were in compliance with all covenants as of December 28, 
2010. 


At December 28, 2010, we had $50.0 million of outstanding borrowings under our credit facility 
and $196.2 million of availability net of $3.8 million of outstanding letters of credit. In addition, we had 
various other notes payable totaling $1.9 million with interest rates ranging from 10.46% to 10.80%. 
Each of these notes relate to the financing of specific restaurants. Our total weighted average effective 
interest rate at December 28, 2010 was 3.84%, including interest rate swaps. 


At December 29, 2009, we had $99.0 million of outstanding borrowings under our credit facility 
and $147.3 million of availability net of $3.7 million of outstanding letters of credit. In addition, we had 
various other notes payable totaling $2.0 million with interest rates ranging from 10.46% to 10.80%. 
Each of these notes relate to the financing of specific restaurants. Our total weighted average effective 
interest rate at December 29, 2009 was 2.53%, including interest rate swaps. 


On October 22, 2008, we entered into an interest rate swap, which started on November 7, 2008, 
with a notional amount of $25.0 million to hedge a portion of the cash flows of our variable rate credit 
facility. We have designated the interest rate swap as a cash flow hedge of our exposure to variability in 
future cash flows attributable to interest payments on a $25.0 million tranche of floating rate debt 
borrowed under our revolving credit facility. Under the terms of the swap, we pay a fixed rate of 3.83% 
on the $25.0 million notional amount and receive payments from the counterparty based on the 
1-month LIBOR for a term ending on November 7, 2015, effectively resulting in a fixed rate LIBOR 
component of the $25.0 million notional amount. Our counterparty in the interest rate swap is J.P. 
Morgan Chase, N.A. 


On January 7, 2009, we entered into another interest rate swap, starting on February 7, 2009, with 
a notional amount of $25.0 million to hedge a portion of the cash flows of our variable rate credit 
facility. We have designated the interest rate swap as a cash flow hedge of our exposure to variability in 
future cash flows attributable to interest payments on a $25.0 million tranche of floating rate debt 
borrowed under our revolving credit facility. Under the terms of the swap, we pay a fixed rate of 2.34% 
on the $25.0 million notional amount and receive payments from the counterparty based on the 
1-month LIBOR rate for a term ending on January 7, 2016, effectively resulting in a fixed rate LIBOR 
component of the $25.0 million notional amount. Our counterparty in this interest rate swap is J.P. 
Morgan Chase, N.A. 
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Contractual Obligations 


The following table summarizes the amount of payments due under specified contractual 
obligations as of December 28, 2010: 


Payments Due by Period 











Less than 1-3 3-5 More than 
Total 1 year Years Years 5 years 
(in thousands) 
Long-term debt obligations ................. $ 51,865 $ 185 $50,435 $ 537 $ 708 
Capital lease obligations ................... 315 89 207 19 — 
Mnterest(]) +3540 $4 0494 ded tein a eet Ga ae 10,575 1,793 3,585 3,585 1,612 
Operating lease obligations ................. 198,217 21,090 41,250 37,712 98,165 
Capital obligations ...................000. 52,807 52,807 — — — 
Total contractual obligations(2) .............. $313,779 $75,964 $95,477 $41,853 $100,485 











(1) Assumes constant rate until maturity for our fixed and variable rate debt and capital lease 
obligations. Uses interest rates as of December 28, 2010 for our variable rate debt. Interest 
payments on our variable-rate revolving credit facility balance at December 28, 2010 are calculated 
based on the assumption that debt relating to the interest rate swaps covering notional amounts 
totaling $50.0 million remains outstanding until the expiration of the respective swap arrangements. 
The interest rates used in determining interest payments to be made under the interest rate swap 
agreements were determined by taking the applicable fixed rate of each swap plus the 0.50% 
margin, which was in effect as of December 28, 2010. 


(2) Unrecognized tax benefits under ASC 740 are immaterial and, therefore, are excluded from this 
amount. 


The Company has no material minimum purchase commitments with its vendors that extend 
beyond a year. See notes 4 and 7 to the Consolidated Financial Statements for details of contractual 
obligations. 


Off-Balance Sheet Arrangements 

Except for operating leases (primarily restaurant leases), we do not have any off-balance sheet 
arrangements. 
Guarantees 


We entered into real estate lease agreements for franchise restaurants located in Everett, MA, 
Longmont, CO, Montgomeryville, PA, Fargo, ND and Logan, UT prior to our granting franchise rights 
for those restaurants. We have subsequently assigned the leases to the franchisees, but we remain 
contingently liable if a franchisee defaults under the terms of a lease. The Longmont lease expires in 
May 2014, the Everett lease expires in February 2018, the Montgomeryville lease expires in March 
2021, the Fargo lease expires in July 2016 and the Logan lease expires on August 2019. As the fair 
value of these guarantees is not considered significant, no liability value has been recorded. 


Recent Accounting Pronouncements 
Fair Value Measures and Disclosures 


(Accounting Standards Update (“ASU”) 2010-06) 


In January 2010, the FASB issued ASU 2010-06 which amends ASC 820, Fair Value Measures and 
Disclosures. ASU No. 2010-06 amends the ASC to require disclosure of transfer into and out of Level 1 
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and Level 2 fair value measurements, and also require more detailed disclosure about the activity 
within Level 3 fair value measurements. The changes as a result of this update are effective for annual 
and interim reporting periods beginning after December 15, 2009 (our 2010 fiscal year), except for 
requirements related to Level 3 disclosures, which are effective for annual and interim period beginning 
after December 15, 2010 (our 2011 fiscal year). This guidance requires new disclosures only, and will 
have no impact on our consolidated financial position, results of operations or cash flows. 


Critical Accounting Policies and Estimates 


The above discussion and analysis of our financial condition and results of operations are based 
upon our Consolidated Financial Statements, which have been prepared in accordance with U.S. 
generally accepted accounting principles. The preparation of these financial statements requires us to 
make estimates and judgments that affect the reported amounts of assets, liabilities, revenue and 
expenses, and disclosures of contingent assets and liabilities. Our significant accounting policies are 
described in note 2 to the accompanying Consolidated Financial Statements. Critical accounting policies 
are those that we believe are most important to portraying our financial condition and results of 
operations and also require the greatest amount of subjective or complex judgments by management. 
Judgments or uncertainties regarding the application of these policies may result in materially different 
amounts being reported under different conditions or using different assumptions. We consider the 
following policies to be the most critical in understanding the judgments that are involved in preparing 
the consolidated financial statements. 


Impairment of Long-lived Assets. We evaluate our long-lived assets for impairment at the 
individual restaurant level when events or circumstances indicate that the carrying amount of a 
restaurant may not be recoverable. When we evaluate restaurants, cash flows are the primary indicator 
of impairment. Our evaluation requires an estimation of the future undiscounted cash flows from 
operating the restaurant over its estimated useful life, which can be for a period of over 20 years. In 
the estimation of future cash flows, we consider the period of time the restaurant has been open, the 
trend of operations over such period and future periods and expectations for future sales growth. We 
limit assumptions about important factors such as trend of future operations and sales growth to those 
that are supportable based upon our plans for the restaurant and actual results at comparable 
restaurants. Both qualitative and quantitative information are considered when evaluating for potential 
impairments. As we assess the ongoing expected cash flows and carrying amounts of our long-lived 
assets, these factors could cause us to realize a material impairment charge. 


If assets are determined to be impaired, we measure the impairment charge by calculating the 
amount by which the asset carrying amount exceeds its fair value. The determination of asset fair value 
is also subject to significant judgment. We generally measure estimated fair value by discounting 
estimated future cash flows or by independent third party appraisal, if available. When fair value is 
measured by discounting estimated future cash flows, the assumptions used are consistent with what we 
believe hypothetical market participants would use. We also use a discount rate that is commensurate 
with the risk inherent in the projected cash flows. If these assumptions change in the future, we may be 
required to record impairment charges for these assets. 


See note 15 in the Consolidated Financial Statements for further discussion regarding closures and 
impairments recorded in 2010, 2009 and 2008, including the impairments of goodwill and other 
long-lived assets. 


Goodwill. Goodwill is tested annually for impairment, and is tested more frequently if events and 
circumstances indicate that the asset might be impaired. We have assigned goodwill to the reporting 
unit, which we consider to be the individual restaurant level. An impairment loss is recognized to the 
extent that the carrying amount exceeds the implied fair value of goodwill. The determination of 
impairment consists of two steps. First, we determine the fair value of the reporting unit and compare 


48 


it to its carrying amount. The fair value of the reporting unit may be based on several valuation 
approaches including capitalization of earnings, discounted cash flows, comparable public company 
market multiples and comparable acquisition market multiples. Second, if the carrying amount of the 
reporting unit exceeds its fair value, an impairment loss is recognized for any excess of the carrying 
amount of the reporting unit’s goodwill over the implied fair value of the goodwill. The implied fair 
value of goodwill is determined by allocating the fair value of the reporting unit, in a manner similar to 
a purchase price allocation. The residual fair value after this allocation is the implied fair value of the 
reporting unit goodwill. 


The valuation approaches used to determine fair value are subject to key judgments and 
assumptions that are sensitive to change such as judgment and assumptions about our appropriate 
revenue growth rates, operating margins, weighted average cost of capital, and comparable company 
and acquisition market multiples. In estimating the fair value using the discounted cash flows or the 
capitalization of earnings method we consider the period of time the restaurant has been open, the 
trend of operations over such period and future periods, expectations of future sales growth and 
terminal value. Assumptions about important factors such as trend of future operations and sales 
growth are limited to those that are supportable based upon the plans for the restaurant and actual 
results at comparable restaurants. When developing these key judgments and assumptions, we consider 
economic, operational and market conditions that could impact our fair value. The judgments and 
assumptions used are consistent with what we believe hypothetical market participants would use. 
However, estimates are inherently uncertain and represent only our reasonable expectations regarding 
future developments. If the estimates used in performing the impairment test prove inaccurate, the fair 
value of the restaurants may ultimately prove to be significantly lower, thereby causing the carrying 
value to exceed the fair value and indicating impairment has occurred. 


At December 28, 2010, we had 65 reporting units, primarily at the restaurant level, with allocated 
goodwill of $111.8 million. The average amount of goodwill associated with each reporting unit is 
$1.7 million with six reporting units having goodwill in excess of $4.0 million. Based on our estimate of 
fair value, we are currently monitoring five restaurants with total goodwill of $13.4 million. Since we 
determine the fair value of goodwill at the restaurant level, any significant decreases in cash flows at 
these restaurants or others could trigger an impairment charge in the future. The fair value of each of 
our other reporting units was substantially in excess of their respective carrying values as of the 2010 
goodwill impairment test. See note 15 in the Consolidated Financial Statements for further discussion 
regarding closures and impairments recorded in 2010, 2009 and 2008, including the impairments of 
goodwill and other long-lived assets. 


Insurance Reserves. We self-insure a significant portion of expected losses under our workers 
compensation, general liability, employment practices liability and property insurance programs. We 
purchase insurance for individual claims that exceed the amounts listed below: 


Employment practices liability ... 2... 0.0.0.0... 0.000000... 000. $250,000 
WOTKETS:COMPCHSALION sw sectoreete ge a aniurateas avai Nive aivhe, us a eee saeanane eevee $250,000 
General liability: 434544484864 2048 6 e544 ORE Se ete eS es ORES $100,000 
PEOP OT EY 2 caste succitet arte. cer arian. SPs a teas prea are. et tateotperge gi eae auch cues ata hatte ea a $ 25,000 


We record a liability for unresolved claims and for an estimate of incurred but not reported claims 
at the anticipated cost to us based on estimates provided by management, a third party administrator 
and/or an actuary. Our estimated liability is based on a number of assumptions and factors regarding 
economic conditions, the frequency and severity of claims and claim development history and 
settlement practices. Estimates of claims reserves related to workers compensation and general liability 
are discounted using a discount rate of approximately 3.0% at December 28, 2010 resulting in a 
discount of $0.4 million. An increase or decrease in the discount rate of 100 basis points would change 
the reserve, and resulting expense, by an immaterial amount. We also monitor actuarial observations of 
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historical claim development for the industry. Our assumptions are reviewed, monitored, and adjusted 
when warranted by changing circumstances. In addition, starting in fiscal 2011, we self-insure a 
significant portion of expected losses under our employee healthcare insurance program and purchase 
insurance for individual claims under the program that exceed $150,000. 


Income Taxes. We account for income taxes in accordance with ASC 740 under which deferred 
assets and liabilities are recognized based upon anticipated future tax consequences attributable to 
differences between financial statement carrying values of assets and liabilities and their respective tax 
bases. A valuation allowance is established to reduce the carrying value of deferred tax assets if it is 
considered more likely than not that such assets will not be realized. Any change in the valuation 
allowance would be charged to income in the period such determination was made. 


Uncertain tax positions are accounted for under FASB ASC 740. FASB ASC 740 requires that a 
position taken or expected to be taken in a tax return be recognized in the financial statements when it 
is more likely than not (i.e., a likelihood of more than fifty percent) that the position would be 
sustained upon examination by tax authorities that have full knowledge of all relevant information. A 
recognized tax position is then measured at the largest amount of benefit that is greater than fifty 
percent likely of being realized upon settlement. 


Effects of Inflation 


We believe inflation has had a negative effect on our operations during the past few years as we 
have not substantially offset increases in our restaurant and operating costs resulting from inflation by 
altering our menu, increasing menu prices and/or making other adjustments. Whether we are able 
and/or choose to offset the effects of inflation will determine to what, if any, extent inflation affects our 
operations in future periods. 


ITEM 7A—QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK 


We are exposed to market risk from changes in interest rates on debt and changes in commodity 
prices. Our exposure to interest rate fluctuations is limited to our outstanding bank debt. Our options 
for the rate are the Base Rate, which is the higher of the issuing bank’s prime lending rate or the 
Federal Funds rate plus 0.50%, or LIBOR plus an applicable margin. At December 28, 2010, there was 
$50.0 million in outstanding borrowings under our revolving line of credit, which bears interest at 
approximately 50 to 87.5 basis points (depending on our leverage ratios) over LIBOR. We had various 
other notes payable totaling $1.9 million with fixed interest rates ranging from 10.46% to 10.80%. 
Should interest rates based on these borrowings increase by one percentage point, our estimated annual 
interest expense would increase by $0.5 million. 


On October 22, 2008, we entered into an interest rate swap, which started on November 7, 2008, 
with a notional amount of $25.0 million to hedge a portion of the cash flows of our variable rate credit 
facility. We have designated the interest rate swap as a cash flow hedge of our exposure to variability in 
future cash flows attributable to interest payments on a $25.0 million tranche of floating rate debt 
borrowed under our revolving credit facility. Under the terms of the swap, we pay a fixed rate of 3.83% 
on the $25.0 million notional amount and receive payments from the counterparty based on the 
1-month LIBOR rate for a term ending on November 7, 2015, effectively resulting in a fixed rate on 
the LIBOR component of the $25.0 million notional amount. 


On January 7, 2009, we entered into another interest rate swap, starting February 7, 2009, with a 
notional amount of $25.0 million to hedge a portion of the cash flows of our variable rate credit 
facility. We have designated the interest rate swap as a cash flow hedge of our exposure to variability in 
future cash flows attributable to interest payments on a $25.0 million tranche of floating rate debt 
borrowed under our revolving credit facility. Under the terms of the swap, we pay a fixed rate of 2.34% 
on the $25.0 million notional amount and receive payments from the counterparty based on the 
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1-month LIBOR rate for a term ending on January 7, 2016, effectively resulting in a fixed rate LIBOR 
component of the $25.0 million notional amount. 


By using a derivative instrument to hedge exposures to changes in interest rates, we expose 
ourselves to credit risk. Credit risk is the failure of the counterparty to perform under the terms of the 
derivative contract. We minimize the credit risk by entering into transactions with high-quality 
counterparties whose credit rating is evaluated on a quarterly basis. Our counterparty in the interest 
rate swap is JP Morgan Chase, N.A. 


Many of the ingredients used in the products sold in our restaurants are commodities that are 
subject to unpredictable price volatility. There are no established fixed price markets for certain 
commodities such as produce and cheese, and we are subject to prevailing market conditions when 
purchasing those types of commodities. For other commodities, we employ various purchasing and 
pricing contract techniques in an effort to minimize volatility, including fixed price contracts for terms 
of one year or less and negotiating prices with vendors with reference to fluctuating market prices. We 
currently do not use financial instruments to hedge commodity prices, but we will continue to evaluate 
their effectiveness. Extreme and/or long term increases in commodity prices could adversely affect our 
future results, especially if we are unable, primarily due to competitive reasons, to increase menu 
prices. Additionally, if there is a time lag between the increasing commodity prices and our ability to 
increase menu prices or if we believe the commodity price increase to be short in duration and we 
choose not to pass on the cost increases, our short-term financial results could be negatively affected. 


We are subject to business risk as our beef supply is highly dependent upon two to four vendors. 
While we maintain relationships with additional suppliers, if any of these vendors were unable to fulfill 
its obligations under its contracts, we may encounter supply shortages and incur higher costs to secure 
adequate supplies, any of which would harm our business. 


ITEM 8—FINANCIAL STATEMENTS AND SUPPLEMENTARY FINANCIAL DATA 
See Index to Consolidated Financial Statements at Item 15. 
ITEM 9—CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND 
FINANCIAL DISCLOSURE 


None. 


ITEM 9A—CONTROLS AND PROCEDURES 
Evaluation of disclosure controls and procedures 


We have evaluated the effectiveness of the design and operation of our disclosure controls and 
procedures pursuant to, and as defined in, Rules 13a-15(e) under the Securities Exchange Act of 1934, 
as amended as of the end of the period covered by this report. Based on the evaluation, performed 
under the supervision and with the participation of our management, including the Chief Executive 
Officer (the ““CEO”) and the Chief Financial Officer (the “CFO”), our management, including the 
CEO and CFO, concluded that our disclosure controls and procedures were effective as of the end of 
December 28, 2010. 


Changes in internal control 


During the fourth quarter of 2010, there were no changes with respect to our internal control over 
financial reporting that materially affected, or are reasonably likely to materially affect, internal control 
over financial reporting. 
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Management’s Report on Internal Control over Financial Reporting 


Under Section 404 of the Sarbanes-Oxley Act of 2002, our management is required to assess the 
effectiveness of the Company’s internal control over financial reporting as of the end of each fiscal year 
and report, based on that assessment, whether the Company’s internal control over financial reporting 
is effective. 


Management of the Company is responsible for establishing and maintaining adequate internal 
control over financial reporting. As defined in Exchange Act Rule 13a-15(f), internal control over 
financial reporting is a process designed by, or under the supervision of, our principal executive and 
principal financial officer and effected by our board of directors, management and other personnel, to 
provide reasonable assurance regarding the reliability of financial reporting and the preparation of 
financial statements for external purposes in accordance with generally accepted accounting principles. 
Therefore, internal control over financial reporting determined to be effective can provide only 
reasonable assurance with respect to financial statement preparation and may not prevent or detect all 
misstatements. 


Under the supervision and with the participation of our management, including our CEO and 
CFO, we assessed the effectiveness of the Company’s internal control over financial reporting as of the 
end of the period covered by this report. In this assessment, the Company applied criteria based on the 
“Internal Control—Integrated Framework” issued by the Committee of Sponsoring Organizations of 
the Treadway Commission. These criteria are in the areas of control environment, risk assessment, 
control activities, information and communication, and monitoring. The Company’s assessment included 
documenting, evaluating and testing the design and operating effectiveness of its internal control over 
financial reporting. Based upon this evaluation, our management concluded that our internal control 
over financial reporting was effective as of December 28, 2010. 


KPMG LLP, the independent registered public accounting firm that audited our Consolidated 
Financial Statements included in the Annual Report on Form 10-K, has also audited the effectiveness 
of the Company’s internal control over financial reporting as of December 28, 2010 as stated in their 
report at F-1. 


ITEM 9B—OTHER INFORMATION 


None. 
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PART III 
ITEM 10—DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE 


Information regarding the directors of the Company is incorporated herein by reference to the 
information set forth under “Election of Directors” in the Proxy Statement for the 2011 Annual 
Meeting of Stockholders. 


Information regarding executive officers of the Company has been included in Part I of this 
Annual Report under the caption “Executive Officers of the Company.” 


Information regarding corporate governance of the Company is incorporated herein by reference 
to the information set forth in the Proxy Statement for the 2011 Annual Meeting of Stockholders. 
ITEM 11—EXECUTIVE COMPENSATION 

Incorporated by reference from the Company’s Definitive Proxy Statement to be dated 
approximately April 8, 2011. 

ITEM 12—SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT 
AND RELATED STOCKHOLDER MATTERS 

Incorporated by reference from the Company’s Definitive Proxy Statement to be dated 
approximately April 8, 2011. 

ITEM 13—CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR 
INDEPENDENCE 

Incorporated by reference from the Company’s Definitive Proxy Statement to be dated 
approximately April 8, 2011. 

ITEM 14—PRINCIPAL ACCOUNTING FEES AND SERVICES 


Incorporated by reference from the Company’s Definitive Proxy Statement to be dated 
approximately April 8, 2011. 
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PART IV 
ITEM 15—EXHIBITS, FINANCIAL STATEMENT SCHEDULES 


(a) 1. Consolidated Financial Statements 


Page Number 


Description in Report 
Reports of Independent Registered Public Accounting Firm ..................00.. F-1 
Consolidated Balance Sheets as of December 28, 2010 and December 29, 2009 ........ F-3 
Consolidated Statements of Income for the years ended December 28, 2010, 

December 29, 2009 and December 30, 2008 ......... 0... ccc ees F-4 
Consolidated Statements of Stockholders’ Equity and Comprehensive Income for the 

years ended December 28, 2010, December 29, 2009 and December 30, 2008 ........ F-5 
Consolidated Statements of Cash Flows for the years ended December 28, 2010, 

December 29, 2009 and December 30, 2008 ..... 0.0... 0.0 cece eee F-6 
Notes to Consolidated Financial Statements ... 0... 0.0... eee F-7 


2. Financial Statement Schedules 


Omitted due to inapplicability or because required information is shown in the Company’s 
Consolidated Financial Statements or notes thereto. 


3. Exhibits 


Exhibit No. Description 





3.1 Form of Amended and Restated Certificate of Incorporation of Registrant (incorporated by 
reference to Exhibit 3.2 to the Registration Statement on Form S-1 of Registrant (File 
No. 333-115259)) 


3.2 Bylaws of Registrant (incorporated by reference to Exhibit 3.3 to the Registration 
Statement on Form S-1 of Registrant (File No. 333-115259)) 


4.1 Registration Rights Agreement, dated as of May 7, 2004, among Registrant and others 
(incorporated by reference to Exhibit 4.3 to the Registration Statement on Form S-1 of 
Registrant (File No. 333-115259)) 


10.1* Texas Roadhouse, Inc. 2004 Equity Incentive Plan (incorporated by reference to Exhibit 4.1 
to the Registration Statement on Form S-8 of Registrant (File No. 333-121241)) 


10.2 Amended and Restated Office Lease Agreement (One Paragon Centre), dated as of 
August 15, 2003, by and between Paragon Centre Associates, LLC and Texas Roadhouse 
Holdings LLC, as amended (incorporated by reference to Exhibit 10.1 to the Registration 
Statement on Form S-1 of Registrant (File No. 333-115259)) 


10.3 Form of Director and Executive Officer Indemnification Agreement (incorporated by 
reference to Exhibit 10.9 to the Registration Statement on Form S-1 of Registrant (File 
No. 333-115259)) 


10.4 Form of Limited Partnership Agreement and Operating Agreement for company-managed 
Texas Roadhouse restaurants, including schedule of the owners of such restaurants and the 
interests held by directors, executive officers and 5% stockholders who are parties to such 
an agreement (incorporated by reference to Exhibit 10.10 to the Registration Statement on 
Form S-1 of Registrant (File No. 333-115259)) 
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Exhibit No. 


Description 





10.5 


10.6 


10.7 


10.8 


10.9 


10.10 


10.11 


10.12 


10.13 


10.14* 


10.15* 


10.16* 


Lease Agreement dated as of November 1999, by and between TEAS II, LLC and Texas 
Roadhouse Holdings LLC (incorporated by reference to Exhibit 10.13 to the Registration 
Statement on Form S-1 of Registrant (File No. 333-115259)) 


Form of Franchise Agreement and Preliminary Agreement for a Texas Roadhouse 
restaurant franchise, including schedule of directors, executive officers and 5% stockholders 
which have entered into either agreement (incorporated by reference to Exhibit 10.14 to 
the Registration Statement on Form S-1 of Registrant (File No. 333-115259)) 


Updated schedule as of December 28, 2010 of the owners of company-managed Texas 
Roadhouse restaurants and the interests held by directors, executive officers and 5% 
stockholders who are parties to Limited Partnership Agreements and Operating 
Agreements as set forth at Exhibit 10.4 of this Form 10-K 


Updated schedule as of December 28, 2010 of the directors, executive officers and 5% 
stockholders which have entered into Franchise Agreements or Preliminary Agreements for 
a Texas Roadhouse Franchise as set forth at Exhibit 10.6 of this Form 10-K 


Amended and Restated Lease Agreement (Two Paragon Centre) dated January 1, 2006 
between Paragon Centre Holdings, LLC and Texas Roadhouse Holdings LLC (incorporated 
by reference to Exhibit 10.17 of Registrant’s Quarterly Report on Form 10-Q for the 
quarter ended June 27, 2006) (File No. 000-50972)) 


First Amendment to Amended and Restated Lease Agreement (Two Paragon Centre) 
dated December 18, 2006 between Paragon Centre Holdings, LLC and Texas Roadhouse 
Holdings LLC (incorporated by reference to Exhibit 10.21 of Registrant’s Annual Report 
on Form 10-K for the year ended December 26, 2006) (File No. 000-50972)) 


Amended and Restated Credit Agreement, dated as of May 31, 2007, by and among Texas 
Roadhouse, Inc., the lenders named therein and Bank of America, N.A., as Administrative 
Agent (incorporated by reference to Exhibit 10.1 to Registrant’s Current Report on 

Form 8-K dated June 6, 2007 (File No. 000-50972)) 


Second Amendment to Amended and Restated Lease Agreement (Two Paragon Centre) 
dated May 10, 2007 between Paragon Centre Holdings, LLC and Texas Roadhouse 
Holdings LLC (incorporated by reference to Exhibit 10.2 of Registrant’s Quarterly Report 
on Form 10-Q for the quarter ended June 26, 2007) (File No. 000-50972)) 


Third Amendment to Amended and Restated Lease Agreement (Two Paragon Centre) 
dated September 7, 2007 between Paragon Centre Holdings, LLC and Texas Roadhouse 
Holdings LLC (incorporated by reference to Exhibit 10.1 of Registrant’s Quarterly Report 
on Form 10-Q for the quarter ended September 25, 2007) (File No. 000-50972)) 


Employment Agreement between Registrant and G.J. Hart effective December 26, 2007 
(incorporated by reference to Exhibit 10.14 of Registrant’s Annual Report on Form 10-K 
for the year ended December 25, 2007 (File No. 000-50972)) 


Employment Agreement between Registrant and Scott M. Colosi effective December 26, 
2007 (incorporated by reference to Exhibit 10.15 of Registrant’s Annual Report on 
Form 10-K for the year ended December 25, 2007 (File No. 000-50972)) 


Employment Agreement between Registrant and Steven L. Ortiz effective December 26, 
2007 (incorporated by reference to Exhibit 10.16 of Registrant’s Annual Report on 
Form 10-K for the year ended December 25, 2007 (File No. 000-50972)) 
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Exhibit No. 


Description 





10.17* 


10.18* 


10.19* 


10.20* 


10.21* 


10.22* 


10.23* 


10.24* 


10.25* 


10.26* 


10.27 


10.28* 


10.29* 


10.30* 


Employment Agreement between Registrant and W. Kent Taylor effective December 26, 
2007 (incorporated by reference to Exhibit 10.17 of Registrant’s Annual Report on 
Form 10-K for the year ended December 25, 2007 (File No. 000-50972)) 


Employment Agreement between Registrant and Sheila C. Brown effective December 26, 
2007 (incorporated by reference to Exhibit 10.18 of Registrant’s Annual Report on 
Form 10-K for the year ended December 25, 2007 (File No. 000-50972)) 


Form of Restricted Stock Unit Award Agreement (incorporated by reference to 
Exhibit 10.19 of Registrant’s Annual Report on Form 10-K for the year ended 
December 25, 2007 (File No. 000-50972)) 


Form of First Amendment to Restricted Stock Unit Award Agreement with 
non-management directors (incorporated by reference to Exhibit 10.20 of Registrant’s 
Annual Report on Form 10-K for the year ended December 30, 2008 (File No. 000-50972)) 


Amendment to Texas Roadhouse, Inc. 2004 Equity Incentive Plan (incorporated by 
reference to Exhibit 10.21 of Registrant’s Annual Report on Form 10-K for the year ended 
December 30, 2008 (File No. 000-50972)) 


Amendment to Employment Agreement between Registrant and G.J. Hart effective 
January 1, 2009 (incorporated by reference to Exhibit 10.22 of Registrant’s Annual Report 
on Form 10-K for the year ended December 30, 2008 (File No. 000-50972)) 


Amendment to Employment Agreement between Registrant and Scott M. Colosi effective 
January 1, 2009 (incorporated by reference to Exhibit 10.23 of Registrant’s Annual Report 
on Form 10-K for the year ended December 30, 2008 (File No. 000-50972)) 


Amendment to Employment Agreement between Registrant and Steven L. Ortiz effective 
January 1, 2009 (incorporated by reference to Exhibit 10.24 of Registrant’s Annual Report 
on Form 10-K for the year ended December 30, 2008 (File No. 000-50972)) 


Amendment to Employment Agreement between Registrant and W. Kent Taylor effective 
January 1, 2009 (incorporated by reference to Exhibit 10.25 of Registrant’s Annual Report 
on Form 10-K for the year ended December 30, 2008 (File No. 000-50972)) 


Amendment to Employment Agreement between Registrant and Sheila C. Brown effective 
January 1, 2009 (incorporated by reference to Exhibit 10.26 of Registrant’s Annual Report 
on Form 10-K for the year ended December 30, 2008 (File No. 000-50972)) 


Fourth Amendment to Amended and Restated Lease Agreement (Two Paragon Centre) 
dated July 22, 2009 between Paragon Centre Holdings LLC and Texas Roadhouse 
Holdings LLC (incorporated by reference to Exhibit 10.1 of Registrant’s Quarterly Report 
on Form 10-Q for the quarter ended September 29, 2009 (File No. 000-50977)) 


Second Amendment to Employment Agreement between Registrant and G.J. Hart dated 
February 18, 2010 (incorporated by reference to Exhibit 10.28 of Registrant’s Annual 
Report on Form 10-K for the year ended December 29, 2009 (File No. 000-50972)) 


Second Amendment to Employment Agreement between Registrant and Scott M. Colosi 
dated February 18, 2010 (incorporated by reference to Exhibit 10.29 of Registrant’s Annual 
Report on Form 10-K for the year ended December 29, 2009 (File No. 000-50972)) 


Second Amendment to Employment Agreement between Registrant and Steven L. Ortiz 
dated February 18, 2010 (incorporated by reference to Exhibit 10.30 of Registrant’s Annual 
Report on Form 10-K for the year ended December 29, 2009 (File No. 000-50972)) 
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Exhibit No. 


Description 





10.31* 


10.32* 


32.2 


Second Amendment to Employment Agreement between Registrant and W. Kent Taylor 
dated February 18, 2010 (incorporated by reference to Exhibit 10.31 of Registrant’s Annual 
Report on Form 10-K for the year ended December 29, 2009 (File No. 000-50972)) 


Second Amendment to Employment Agreement between Registrant and Sheila C. Brown 
dated February 18, 2010 (incorporated by reference to Exhibit 10.32 of Registrant’s Annual 
Report on Form 10-K for the year ended December 29, 2009 (File No. 000-50972)) 


List of Subsidiaries 
Consent of KPMG LLP, Independent Registered Public Accounting Firm 


Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act 
of 2002 


Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act 
of 2002 


Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted 
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 


Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted 
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 





2 


Management contract or compensatory plan or arrangement required to be filed as an exhibit to 


Form 10-K. 
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SIGNATURES 


Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, as 
amended, the registrant has duly caused this report to be signed on its behalf by the undersigned, 
thereunto duly authorized. 


TEXAS ROADHOUSE, INC. 


By: /s/ G.J. HART 


G.J. HART 
President, Chief Executive Officer, Director 


Date: February 25, 2011 





Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, this Annual 
Report has been signed below by the following persons on behalf of the registrant and in the capacities 
and on the dates indicated. 


Signature Title Date 








/s/ W. KENT TAYLOR 








Chairman of the Company, Director February 25, 2011 
W. Kent Taylor 
/s/ G.J. HART President, Chief Executive Officer, 
GJ. Hart Director (Principal Executive Officer) ebrary ae, 20n! 
/s) Scorr M. COLosI Chief Financial Officer (Principal 
Financial Officer and Principal February 25, 2011 





Scott M. Colosi Accounting Officer) 


/s/ GREGORY N. MOORE 








Director February 25, 2011 
Gregory N. Moore 
/s/ MARTIN T. HART ; 
; Director February 25, 2011 
Martin T. Hart 
/s/ JAMES F. PARKER . 
Director February 25, 2011 





James F. Parker 
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Signature 


/s/ JAMES R. RAMSEY 





James R. Ramsey 


/s/ JAMES R. ZARLEY 





James R. Zarley 


Director 


Director 
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Title 


Date 





February 25, 2011 


February 25, 2011 
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Report of Independent Registered Public Accounting Firm 


The Board of Directors and Stockholders 
Texas Roadhouse, Inc.: 


We have audited the accompanying consolidated balance sheets of Texas Roadhouse, Inc. and 
subsidiaries (the “Company”) as of December 28, 2010 and December 29, 2009, and the related 
consolidated statements of income, stockholders’ equity and comprehensive income, and cash flows for 
each of the years in the three-year period ended December 28, 2010. These consolidated financial 
statements are the responsibility of the Company’s management. Our responsibility is to express an 
opinion on these consolidated financial statements based on our audits. 


We conducted our audits in accordance with the standards of the Public Company Accounting 
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain 
reasonable assurance about whether the financial statements are free of material misstatement. An 
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the accounting principles used and significant 
estimates made by management, as well as evaluating the overall financial statement presentation. We 
believe that our audits provide a reasonable basis for our opinion. 


In our opinion, the consolidated financial statements referred to above present fairly, in all 
material respects, the financial position of Texas Roadhouse, Inc. and subsidiaries as of December 28, 
2010 and December 29, 2009, and the results of their operations and their cash flows for each of the 
years in the three-year period ended December 28, 2010, in conformity with U.S. generally accepted 
accounting principles. 


We also have audited, in accordance with the standards of the Public Company Accounting 
Oversight Board (United States), Texas Roadhouse, Inc.’s internal control over financial reporting as of 
December 28, 2010, based on criteria established in Internal Control—Integrated Framework issued by 
the Committee of Sponsoring Organizations of the Treadway Commission (COSO), and our report 
dated February 25, 2011 expressed an unqualified opinion on the effectiveness of the Company’s 
internal control over financial reporting. 


/s/ KPMG LLP 


Louisville, Kentucky 
February 25, 2011 
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Report of Independent Registered Public Accounting Firm 


The Board of Directors and Stockholders 
Texas Roadhouse, Inc.: 


We have audited the internal control over financial reporting of Texas Roadhouse, Inc. as of 
December 28, 2010 based on criteria established in Internal Control—Integrated Framework issued by the 
Committee of Sponsoring Organizations of the Treadway Commission (COSO). Texas Roadhouse, Inc.’s 
management is responsible for maintaining effective internal control over financial reporting and for its 
assessment of the effectiveness of internal control over financial reporting, included in the 
accompanying Management’s Report on Internal Control over Financial Reporting appearing under 
Item 9A. Our responsibility is to express an opinion on Texas Roadhouse Inc.’s internal control over 
financial reporting based on our audit. 


We conducted our audit in accordance with the standards of the Public Company Accounting 
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain 
reasonable assurance about whether effective internal control over financial reporting was maintained 
in all material respects. Our audit included obtaining an understanding of internal control over 
financial reporting, assessing the risk that a material weakness exists, and testing and evaluating the 
design and operating effectiveness of internal control based on the assessed risk. Our audit also 
included performing such other procedures as we considered necessary in the circumstances. We believe 
that our audit provides a reasonable basis for our opinion. 


A company’s internal control over financial reporting is a process designed to provide reasonable 
assurance regarding the reliability of financial reporting and the preparation of financial statements for 
external purposes in accordance with generally accepted accounting principles. A company’s internal 
control over financial reporting includes those policies and procedures that (1) pertain to the 
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and 
dispositions of the assets of the company; (2) provide reasonable assurance that transactions are 
recorded as necessary to permit preparation of financial statements in accordance with generally 
accepted accounting principles, and that receipts and expenditures of the company are being made only 
in accordance with authorizations of management and directors of the company; and (3) provide 
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or 
disposition of the company’s assets that could have a material effect on the financial statements. 


Because of its inherent limitations, internal control over financial reporting may not prevent or 
detect misstatements. Also, projections of any evaluation of effectiveness to future periods are subject 
to the risk that controls may become inadequate because of changes in conditions, or that the degree 
of compliance with the policies or procedures may deteriorate. 


In our opinion, Texas Roadhouse, Inc. maintained, in all material respects, effective internal 
control over financial reporting as of December 28, 2010, based on criteria established in Internal 
Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway 
Commission (COSO). 


We also have audited, in accordance with the standards of the Public Company Accounting 
Oversight Board (United States), the consolidated balance sheets of Texas Roadhouse, Inc. and 
subsidiaries as of December 28, 2010 and December 29, 2009, and the related consolidated statements 
of income, stockholders’ equity and comprehensive income, and cash flows for each of the years in the 
three-year period ended December 28, 2010, and our report dated February 25, 2011 expressed an 
unqualified opinion on those consolidated financial statements. 


/s/ KPMG LLP 


Louisville, Kentucky 
February 25, 2011 
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Texas Roadhouse, Inc. and Subsidiaries 
Consolidated Balance Sheets 


(in thousands, except share and per share data) 


December 28, December 29, 





2010 2009 
Assets 
Current assets: 
Cash-and cash equivalents’ «426 .siath si es oe rnd eb gba ba ee EDA bee pee $ 82,215 $ 46,858 
Receivables, net of allowance for doubtful accounts of $222 in 2010 and $911 in 2009 ..... 12,563 12,312 
INVeErtOries; MEt es x sete go Ge ee SWE a Se He EE ee Be eT a we 9,197 8,004 
Prepaid income taxes oi icics secs, ey end he Gade egw acm eee lone ward ee aw Goal OE 375 — 
Prepaid! expenses... 6c Ga eee es OG ee eR ee eG We eS Ca Sa eo 7,204 5,611 
Deferred tax assets ies 5 dete: oh alesis go Shea hs cde EN sRe: de ihe Bade dice aebo oad Se EMA a eee Ae Be 2,368 1,531 
TotallCurmen? ASSES. «|. 6 sie fg. he sane: Seca cae de by eee Aad & arstigs oR dust dog cs Whe oh hee ote hice At ae ees Ba 113,922 74,316 
Property-and! equipment, Neti: 5.a. sk ie a. 955 Seg Sa ae Sink ded Ga ee aie ceed we GN eed de 458,983 456,281 
GOOdWAMN 33.5 hae we oe EE A eee i ke Ra POW we Ws Be 4 Wie Mad ene EE OK 111,785 113,465 
Tnitanpiblé assets; Neti «5.3.4.8 ae ee EA aoe ee apa eee oy de ae ee ay ee ee Ree 10,118 11,194 
Fair value of derivative financial instruments... 2.2.2... 0. ee — 31 
Other-assets. 5 yak in ee ok eee oie be. RO Da whee es RO OR ys Ka a Se Ha 7,993 6,786 
Total ASSES. soi 5 65 eS ds ges ah Gods ee Godey aS ee his dean Ee Rates $702,801 $662,073 
Liabilities and Stockholders’ Equity 
Current liabilities: 
Current maturities of long-term debt and obligations under capital leases ............. $ 274 $ 247 
Accounts: payables. isii6 tis Gon tie 8 Rod dee FRR Qe eA He eg a Shou SRR Bue Go EE 26,864 27,882 
Deferred revenue—gift cards/certificates .. 2... eee 39,165 34,443 
ACCTUEH WARES. i. is 5 ede a ane 4 ee ek Rains % BOE Ww anew ae aS GOAN’ he 21,050 20,186 
Income stax payable: 24.0 e eas ga Eee ee Reh RS eS Ge Ok GO ete soa b — 6,194 
Accrued taxes and HCGNSes: a. i042 see a es ed ede SUR Pe ee dS Sere 12,318 8,579 
‘Other acervied aie: < x3: 4. te Pode: sone disease am sates ab cos lect woes sh dole A. eek de sum eta Ca eee os 12,387 10,672 
‘Total current: liabilities « 3,244 ata 2 dared score de hae od Sette ea ee Soa 112,058 108,203 
Long-term debt and obligations under capital leases, excluding current maturities ......... 51,906 101,179 
Stock option:and. other deposits ..sa0 Se eh ee a a ha Ae Ba eae A Oe oe 4,052 3,653 
DGherred PME, se get cd zoe seem eh a Sean lbece, Gotti ces ae a saneigaieatern dS gang dS sacl oe B40 GR cane ED de Hees 14,457 12,089 
Deferred: tax Miabtlities 0. etc sasg. a te ace w, 6, ee eoae de eam aE Ras ae auibiat a vray Abc: Wleearcac ee 8,444 6,660 
Fair value of derivative financial instruments... 2.2.0.0... ee es 2,178 —_ 
Other Tabi ss ..5. 22, se cie dg ke aS a. Ge ce ee ses, Ba BRE a tn HS REE HA, Re eto Hes 10,324 7,339 
Total liabilities 5.2.5 2-9 25. $4 Se cic b Rae ed Gr he Ga eon dae hb Spee sda Pa Be 203,419 239,123 
Texas Roadhouse, Inc. and subsidiaries stockholders’ equity: 
Preferred stock ($0.001 par value, 1,000,000 shares authorized; no shares issued or 
OUESCAMGMI) es. ie fy Ser ce ceed tice, ee ated ok, ele erecb ae Bab oe SMe ee ks Hotty ayaa be dos — — 
Common stock ($0.001 par value, 100,000,000 shares authorized, 72,222,991 and 70,384,915 
shares issued and outstanding at December 28, 2010 and December 29, 2009, respectively) . 72 70 
Additional paidin. Capital is s%205.5 6 Gee bax at Waals, & hed Boos Bape aes, ahaa dees ew 250,874 231,564 
Retained: Garnimgs’: ose -acs-iargs 2S Re ae, dp ls 2 eae aioe, gs Rae a a oy 247,008 188,719 
Accumulated other comprehensive (loss)gain .. 2.2... . 2. ee eee (1,338) 19 
Texas Roadhouse, Inc. and subsidiaries stockholders’ equity ..................000. 496,616 420,372 
Noncontrolling ‘interests: i506 ee 6 hee ea A EMA Sa Re Sle 2,766 2,578 
OCA SGUILY? sp. se \Sie oc: end chee D5 Se Gee ease See tg Canin Snes ae, es op Bsa de wh A ed ap eos 499,382 422,950 
Total liabilities and stockholders’ equity... 0... ee $702,801 $662,073 


See accompanying notes to Consolidated Financial Statements. 
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Texas Roadhouse, Inc. and Subsidiaries 


Consolidated Statements of Income 


(in thousands, except per share data) 


Revenue: 


Restaurant Sales? s.2o¢.iecdti ge beg ad Bar ab Go wR haem eee 
Franchise royalties and fees...................000. 


Total TEVENUE: oc diene bE a wee ee a ee eR eS 


Costs and expenses: 
Restaurant operating costs: 
Cost Of SaleSins acce vo koa bie eae nde edawsies awd 
TABOR 3,55 5c. 555s ohana ee) 4. hs coo te ol G6. Wie oe ae 
REM. oie secs be ees bee Bee eS SEEKER ERR ee DEES 
Other Operate o.604 ages neha Ga ned ne Gade eaters 
Pre-OPCMN? 5, acs an ndake cde eSa hewines saws nS ae as 
Depreciation and amortization ..................000. 
Impairment and closures ............ 0.0.0... 00 00000. 
General and administrative..................0.0000. 


Total costs and expenses ............. 0.000000 0 008 


Income from operations. ............. 0.00000 eee eee 
Interest Cxpensé; NE «94:5 6 gia eset Ges RoR EG Re He 
Equity income from investments in unconsolidated affiliates. . . 


Income before taxes ..... 0.0... 00. eee ees 
Provision for income taxes .... 2.0.0.0... 000 eee eee eee 


Net income including noncontrolling interests ............ 
Less: Net income attributable to noncontrolling interests ... . 


Net income attributable to Texas Roadhouse, Inc. and 


SUBSIGIATIES! gcc, eos. bod wed wae en dawn dda d wa eee 


Net income per common share: 


BASIC Se, eae esscige. ce en ahaa aie Ree, Sete aah ance ay gases aetna as 


IBaSiCs 225 o oes Bb os Ee ee Ste ae Ey hore 


Fiscal Year Ended 





December 28, 
2010 


December 29, 
2009 


December 30, 
2008 















































$ 995,988 $934,100 $871,556 
9,005 8.231 8,905 
1,004,993 942,331 880,461 
324,267 312,800 308,123 
293,022 276,626 253,132 
21,361 20,018 15,879 
172,893 158,961 146,019 
7,051 5,813 11,604 
41,283 41,822 37,694 
2,005 3,000 2,175 
52,494 47,430 43,808 
914,376 866,470 818,434 
90,617 75,861 62,027 
2,673 3,273 3,844 
(428) (221) (215) 

$ 88,372 $72,809  $ 58,398 
27,683 23,491 19,389 

$ 60,689  $ 49318 — $ 39,009 
2,400 1,839 841 

$ 58,289 $47,479 $ 38,168 
$ 082 $ 068 $ 053 
$ 080 $ 067 $ 052 
71,432 69,967 72,672 
72,929 71,298 74,079 








See accompanying notes to Consolidated Financial Statements. 
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Texas Roadhouse, Inc. and Subsidiaries 


Consolidated Statements of Stockholders’ Equity and Comprehensive Income 


Balance, December 25, 2007 . . . 


Comprehensive income: 
Unrealized loss on derivatives, 
net of tax of $1.0 million 
Net income 


Total comprehensive income 


Contributions from 
noncontrolling interest partners 

Distributions to noncontrolling 
interests 

Shares issued under stock option 
plan including tax effects... . 


Repurchase of shares of 
Common Stock 
Minority interest liquidation 
adjustments 
Share-based compensation ... . 


Balance, December 30, 2008 . . . 


Comprehensive income: 
Unrealized gain on derivatives, 
net of tax of $1.0 million 
Net income 


Total comprehensive income 


Distributions to noncontrolling 
interests 
Conversion of Class B shares to 
Class A shares 
Shares issued under stock option 
plan including tax effects... . 
Settlement of restricted stock 
units, net of tax 
Share-based compensation ... . 


Balance, December 29, 2009... 


Comprehensive income: 
Unrealized loss on derivatives, 
net of tax of $0.9 million 
Net income 


Total comprehensive income . . . 


Distributions to noncontrolling 
interests 
Shares issued under stock option 
plan including tax effects... . 
Settlement of restricted stock 
units, net of tax 
Minority interest liquidation 
adjustments 
Share-based compensation ... . 


Balance, December 28, 2010 .. . 


See accompanying notes to 


(in thousands, except share data) 






























































































































































Accumulated Total Texas 
Class A Class B Other Roadhouse, Inc. 
Par Par Paidin Retained Comprehensive and Noncontrolling 

Shares Value Shares Value Capital Earnings Income (Loss) Subsidiaries Interests Total 
69,582,602 $70 5,265,376 $5 $264,234 $103,072 $ — $367,381 $ 2,384 $369,765 
(1,704) (1,704) _ (1,704) 
38,168 _— 38,168 841 39,009 
36,464 841 37,305 
_— 833 833 
_ (1,251) (1,251) 
1,000,825 1 - = 5,249 _— _— 5,250 _— 5,250 
(6,512,807) (7) _- — (56,967) _ — (56,974) _ (56,974) 
44 _— _— 44 _ 44 
7,825 _ — 7,825 _— 7,825 
64,070,620 $64 5,265,376 $5 $220,385 $141,240 $(1,704) $359,990 $ 2,807 $362,797 
1,723 1,723 _ 1,723 
47,479 _— 47,479 1,839 49,318 
49,202 1,839 51,041 
_ (2,068) (2,068) 
5,265,376 5 (5,265,376) (5) — _ — 
714,779 1 - = 5,170 _ — 5,171 _ 5,171 
334,140 — - = (1,484) _ — (1,484) _ (1,484) 
7,493 _ _— 7,493 _ 7,493 
70,384,915 $70 — $— $231,564 $188,719 $ 19 $420,372 $ 2,578 $422,950 
(1,357) (1,357) _— (1,357) 
58,289 — 58,289 2,400 60,689 
56,932 2,400 59,332 
_ (2,212) (2,212) 
1,397,832 1 - = 14,384 _ _— 14,385 _ 14,385 
440,244 1 - = (2,829) _ — (2,828) _— (2,828) 
69 _ _— 69 _ 69 
7,686 _ _— 7,686 _ 7,686 
72,222,991 $72 — $— $250,874 $247,008 $(1,338) $496,616 $ 2,766 $499,382 
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Consolidated Financial Statements. 








Texas Roadhouse, Inc. and Subsidiaries 
Consolidated Statements of Cash Flows 


(in thousands) 


Fiscal Year Ended 
December 28, December 29, December 30, 



































2010 2009 2008 
Cash flows from operating activities: 
Net income including noncontrolling interests .................00. $ 60,689 $ 49,318 $ 39,009 
Adjustments to reconcile net income to net cash provided by operating 
activities: 
Depreciation and amortization... 2... 0... 0... 00000 eee eee 41,283 41,822 37,694 
Deferred incOme: taxes. iiss esceges oe gS bie we eee eed Se Sede we Rs: Fee 1,799 (126) 1,184 
Loss on disposition of assets .. 2... 2... ee ee ee 1,766 1,183 1,293 
Impairment and closure «i. 6 bk ae ee ee a ee 1,821 2,908 2,018 
Equity income from investments in unconsolidated affiliates ......... (428) (221) (215) 
Distributions received from investments in unconsolidated affiliates... . . 383 322 361 
Provision for doubtful accounts... 2... 0... ee ee eee (43) 387 516 
Share-based compensation expense ..............00 000000005 7,686 7,493 7,745 
Changes in operating working capital: 
Receivables: «5.46 g2s dea ah tees GY ce deseo eae ee SS as ee ow ee Gee (208) (2,777) 7,805 
INVENTOTICS® 6 seins e428 aah estes: & Serene iy ae ates ges, Hoe ave yae as (1,193) 136 (515) 
Prepaid expenses and other current assets... 2... 0.0. ..0..00000.5 (1,593) 468 (2,377) 
Other assets 626 dos cocks dialer eed we Hea SE TL OE eee a ee (1,058) (2,755) (399) 
Accounts payable: . oc i i ce ee eee ee eS ere Rae we Ge (1,018) (4,293) 6,552 
Deferred revenue—gift cards/certificates .. 2... .. 0. ee ee eee 4,722 2,178 (507) 
Accried Wages ti. sccscek eS ee PA ewe ee ee Pe ee ew SS ee we ne 864 4,686 362 
Excess tax benefits from share-based compensation ............... (3,159) (1,774) (3,288) 
Prepaid income taxes and income taxes payable ................. (3,212) 11,962 (862) 
Accrued taxes and licenses... 1... . ee ee es 3,739 15 2,020 
Other:accrucd: liabilities, ej..8 % as a eae A Re les 1,715 (287) 183 
Deferred rent: 4.604.604 & dade eG AOE AO EE ee OO ee a 2,368 2,169 2,343 
Other liabilities... 2 6.6.06 ead gids coats diel eee Fo Ree ee as 2,985 2,315 232 
Net cash provided by operating activities ................000. 119,908 115,129 101,214 
Cash flows from investing activities: 
Capital expenditures—property and equipment ..................4. (45,051) (45,516) (102,536) 
Acquisition of franchise restaurants, net of cash acquired. ............ = 25 (17,835) 
Proceeds from sale of property and equipment, including insurance proceeds 235 2,357 250 
Investment in equity investees . 66 6. ec ee eee ne eee — _ (95) 
Net cash used in investing activities ................00.000. (44,816) (43,134) (120,216) 
Cash flows from financing activities: 
(Repayments of) proceeds from revolving credit facility, net ........... (49,000) (31,000) 67,000 
Repurchase of shares of common stock ..............00000 00005 — — (56,974) 
Proceeds from noncontrolling interest contributions and other.......... = = 877 
Investments in unconsolidated affiliates... 2.2... 0... ee eee (35) (34) — 
Distributions to noncontrolling interest holders ................... (2,212) (2,068) (1,251) 
Excess tax benefits from share-based compensation ................ ; 1,774 3,288 
Repayment of stock option and other deposits ................0., (854) (1,346) (1,812) 
Proceeds from stock option and other deposits ...............004. 1,253 1,215 784 
Settlement of restricted stock units, net of tax... 2. ee eee (2,828) (1,484) — 
Principal payments on long-term debt and capital lease obligations....... (246) (284) (1,074) 
Proceeds from exercise of stock options... ........... 00000. eee 11,028 2,832 1,858 
Net cash (used in) provided by financing activities .............. (39,735) (30,395) 12,696 
Net increase (decrease) in cash . 0... eee eee eee 35,357 41,600 (6,306) 
Cash and cash equivalents—beginning of year... 2... 2... 0... .0000. 46,858 5,258 11,564 
Cash and cash equivalents—end of year... 2... . ee ee $ 82,215 $ 46,858 $ 5,258 
Supplemental disclosures of cash flow information: 
Interest, net of amounts capitalized 2... 2... ee ee $ 2,628 $ 3,315 $ 4,130 
INCOME TAKES, ce hess cieg ee Sever deste we Med yok, He BRR SS Gere eee $ 29,095 $ 11,657 $ 19,067 


See accompanying notes to Consolidated Financial Statements. 


F-6 


Texas Roadhouse, Inc. and Subsidiaries 
Notes to Consolidated Financial Statements 


(Tabular amounts in thousands, except share and per share data) 


(1) Description of Business 


The accompanying Consolidated Financial Statements as of December 28, 2010 and December 29, 
2009 include the accounts of Texas Roadhouse, Inc. (the “Company”, “we”, “our” and/or “us”), and 
our wholly-owned subsidiaries, Texas Roadhouse Holdings LLC (‘‘Holdings’’), Texas Roadhouse 
Development Corporation (“TRDC”), Texas Roadhouse Management Corp (“Management Corp.’’) 
and Aspen Creek, LLC (“Aspen Creek’’). We and our wholly-owned subsidiaries operate restaurants 
under the names Texas Roadhouse and Aspen Creek. Holdings also provides supervisory and 
administrative services for certain other license and franchise restaurants. TRDC sells franchise rights 
and collects the franchise royalties and fees. Management Corp. provides management services to 
Holdings, TRDC and certain other license and franchise restaurants. 


At December 28, 2010 and December 29, 2009, there were 345 and 331 Texas Roadhouse 
restaurants, respectively, operating in 46 states. Of the 345 restaurants that were operating at 
December 28, 2010, (i) 274 were Company restaurants, 263 of which were wholly-owned and 11 of 
which were majority-owned, (ii) 68 were franchise restaurants and (iii) 3 were license restaurants. Of 
the 331 restaurants that were operating at December 29, 2009, (i) 261 were Company restaurants, 
251 of which were wholly-owned and 10 of which were majority-owned, (ii) 67 were franchise 
restaurants and (iii) 3 were license restaurants. 


(2) Summary of Significant Accounting Policies 
(a) Principles of Consolidation 


At December 28, 2010 and December 29, 2009, we had minority ownership in 21 restaurants. The 
unconsolidated restaurants are accounted for using the equity method. We exercise significant control 
over the operating and financial policies of these entities based on the rights granted to us under each 
entity’s operating or partnership agreement. Notwithstanding the significant control exercised by us over 
their affairs, we do not consolidate such entities because (i) we own only 5% to 10% of these entities 
and (ii) the revenue, expense and net income, and assets and liabilities that would be attributable to 
these entities would not be material to our financial position or results of operations. Should the 
financial position and results of operations of these entities become material to our financial position 
and results of operations in future periods, we will consolidate the entities into our results. All 
significant intercompany balances and transactions for these unconsolidated restaurants as well as the 
companies whose accounts have been consolidated have been eliminated. 


(b) Fiscal Year 


We utilize a 52 or 53 week accounting period that ends on the last Tuesday in December. We 
utilize a 13 or 14 week accounting period for quarterly reporting purposes. Fiscal year 2008 was 
53 weeks in length. In fiscal 2008, the 53"? week added $17.9 million to restaurant sales and 
$18.0 million to total revenues and approximately $0.03 to diluted earnings per share in our 
consolidated statement of income. Fiscal years 2010 and 2009 were 52 weeks in length. 
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Texas Roadhouse, Inc. and Subsidiaries 
Notes to Consolidated Financial Statements (Continued) 


(Tabular amounts in thousands, except share and per share data) 


(2) Summary of Significant Accounting Policies (Continued) 
(c) Cash and Cash Equivalents 


For purposes of the consolidated statements of cash flows, we consider all highly liquid debt 
instruments with original maturities of three months or less to be cash equivalents. Book overdrafts are 
recorded in accounts payable and are included within operating cash flows. 


(d) Receivables 


Receivables consist principally of amounts due from certain franchise and license restaurants for 
reimbursement of labor costs, pre-opening and other expenses, amounts due for royalty fees from 
franchise restaurants and credit card receivables. 


Receivables are recorded at the invoiced amount and do not bear interest. The allowance for 
doubtful accounts is our best estimate of the amount of probable credit losses in our existing accounts 
receivable. We determine the allowance based on historical write-off experience. We review our 
allowance for doubtful accounts quarterly. Past due balances over 120 days and a specified amount are 
reviewed individually for collectability. Account balances are charged off against the allowance after all 
means of collection have been exhausted and the potential for recovery is considered remote. 


(e) Inventories 


Inventories, consisting principally of food, beverages and supplies, are valued at the lower of cost 
(first-in, first-out) or market. We purchase our products from a number of suppliers and believe there 
are alternative suppliers. 


(f) Pre-opening Expenses 


Pre-opening expenses are charged to operations as incurred. These costs include wages, benefits, 
travel and lodging for the training and opening management teams, rent and food, beverage and other 
restaurant operating expenses incurred prior to a restaurant opening for business. 


(g) Property and Equipment 


Property and equipment are stated at cost. Expenditures for major renewals and betterments are 
capitalized while expenditures for maintenance and repairs are expensed as incurred. Depreciation is 
computed on property and equipment, including assets located on leased properties, over the shorter of 
the estimated useful lives of the related assets or the underlying lease term using the straight-line 
method. In some cases, assets on leased properties are depreciated over a period of time which 
includes both the initial term of the lease and one or more option periods. See note 2(p). 


The estimated useful lives are: 


Land AMProvemMents iis otdccce atnea rd pat baw We Echt ad Hoeales 10 - 25 years 
Buildings and leasehold improvements ...................000. 10 - 25 years 
Equipment and smallwares........ 0.0.00... 0 cee eee ee eee 3 - 10 years 
Furniture and fixtures ... 2... eee 3 - 10 years 
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Texas Roadhouse, Inc. and Subsidiaries 
Notes to Consolidated Financial Statements (Continued) 


(Tabular amounts in thousands, except share and per share data) 


(2) Summary of Significant Accounting Policies (Continued) 


Repairs and maintenance expense amounted to $11.9 million, $11.1 million and $9.1 million for the 
years ended December 28, 2010, December 29, 2009 and December 30, 2008, respectively. These costs 
are included in other operating costs in our consolidated statements of income. 


(h) Impairment of Goodwill 


Goodwill represents the excess of cost over fair value of assets of businesses acquired. In 
accordance with the provisions of Financial Accounting Standards Board (“FASB”) Accounting 
Standards Codification (“ASC”) 350, Intangibles—Goodwill and Other (“ASC 350”), we perform tests 
to assess potential impairments at the end of each fiscal year or during the year if an event or other 
circumstance indicates that it may be impaired. Our assessment is performed at the reporting unit level, 
which is at the individual restaurant level. In the first step of the review process, we compare the 
estimated fair value of the restaurant with its carrying value, including goodwill. If the estimated fair 
value of the restaurant exceeds its carrying amount, no further analysis is needed. If the estimated fair 
value of the restaurant is less than its carrying amount, the second step of the review process requires 
the calculation of the implied fair value of the goodwill by allocating the estimated fair value of the 
restaurant to all of the assets and liabilities of the restaurant as if it had been acquired in a business 
combination. If the carrying value of the goodwill associated with the restaurant exceeds the implied 
fair value of the goodwill, an impairment loss is recognized for that excess amount. 


The valuation approaches used to determine fair value are subject to key judgments and 
assumptions that are sensitive to change such as judgment and assumptions about our appropriate 
revenue growth rates, operating margins, weighted average cost of capital and comparable company and 
acquisition market multiples. In estimating the fair value using the discounted cash flows or the 
capitalization of earnings method, we consider the period of time the restaurant has been open, the 
trend of operations over such period and future periods, expectations of future sales growth and 
terminal value. Assumptions about important factors such as trend of future operations and sales 
growth are limited to those that are supportable based upon the plans for the restaurant and actual 
results at comparable restaurants. When developing these key judgments and assumptions, we consider 
economic, operational and market conditions that could impact our fair value. The judgments and 
assumptions used are consistent with what we believe hypothetical market participants would use. 
However, estimates are inherently uncertain and represent only our reasonable expectations regarding 
future developments. If the estimates used in performing the impairment test prove inaccurate, the fair 
value of the restaurants may ultimately prove to be significantly lower, thereby causing the carrying 
value to exceed the fair value and indicating impairment has occurred. 


In 2010, as a result of our annual goodwill impairment analysis, we determined that goodwill 
related to certain restaurants was impaired as discussed further in note 15. Refer to note 6 for 
additional information related to goodwill and intangible assets. 


(i) Other Assets 


Other assets consist primarily of deferred compensation plan assets, deposits and costs related to 
the issuance of debt. The debt issuance costs are being amortized to interest expense over the term of 
the related debt. For further discussion of the deferred compensation plan, see note 14. 
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(Tabular amounts in thousands, except share and per share data) 


(2) Summary of Significant Accounting Policies (Continued) 
(ji) ‘Impairment or Disposal of Long-lived Assets 


In accordance with ASC 360-10-05, long-lived assets related to each restaurant to be held and used 
in the business, such as property and equipment and intangible assets subject to amortization, are 
reviewed for impairment whenever events or changes in circumstances indicate that the carrying 
amount of a restaurant may not be recoverable. When we evaluate restaurants, cash flows are the 
primary indicator of impairment. Recoverability of assets to be held and used is measured by a 
comparison of the carrying amount of the restaurant to estimated undiscounted future cash flows 
expected to be generated by the restaurant. Our evaluation requires an estimation of future 
undiscounted cash flows from operating the restaurant over its estimated useful life, which can be for a 
period of over 20 years. In the estimation of future cash flows, we consider the period of time the 
restaurant has been open, the trend of operations over such period and future periods and expectations 
of future sales growth. Assumptions about important factors such as trend of future operations and 
sales growth are limited to those that are supportable based upon the plans for the restaurant and 
actual results at comparable restaurants. If the carrying amount of the restaurant exceeds its estimated 
future cash flows, an impairment charge is recognized by the amount by which the carrying amount 
exceeds the fair value of the assets. We generally measure fair value by discounting estimated future 
cash flows or by independent third party appraisal, if available. When fair value is measured by 
discounting estimated future cash flows, the assumptions used are consistent with what we believe 
hypothetical market participants would use. We also use a discount rate that is commensurate with the 
risk inherent in the projected cash flows. The adjusted carrying amounts of assets to be held and used 
are depreciated over their remaining useful life. Assets to be disposed of within a year would be 
separately presented in the consolidated balance sheet and reported at the lower of the carrying 
amount or fair value less costs to sell, and would no longer be depreciated. For further discussion 
regarding closures and impairments recorded in 2010, 2009 and 2008, including the impairments of 
goodwill and other long-lived assets refer to note 15. 


(k) Insurance Reserves 


We self-insure a significant portion of expected losses under our workers compensation, general 
liability, employment practices liability and property insurance programs. We purchase insurance for 
individual claims that exceed the amounts listed below: 


Employment practices liability .......... 0.0... . 00.00.00... 0000. $250,000 
Workers compensation... 1... 2. eee ee eee $250,000 
General: lability:s..% 634.5644 5 kao eae bn dG EOS SRA eH OSS EK OER ESS $100,000 
PLOperly 245,054 itben ahaicdar weal bag aha heen aed bbe pean $ 25,000 


We record a liability for unresolved claims and for an estimate of incurred but not reported claims 
at our anticipated cost based on estimates provided by a third party administrator and actuary. The 
estimated liability is based on a number of assumptions and factors regarding economic conditions, the 
frequency and severity of claims and claim development history and settlement practices. Estimates of 
claims reserves are discounted using a discount rate of approximately 3.0%, which we believe 
approximates the risk free interest rate, resulting in a discount of $0.4 million and $0.3 million at 
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(2) Summary of Significant Accounting Policies (Continued) 


December 28, 2010 and December 29, 2009, respectively. Our assumptions are reviewed, monitored, 
and adjusted when warranted by changing circumstances. 


(lL) Segment Reporting 


As of December 28, 2010, we operated 274 restaurants, each as a single operating segment, and 
franchised and/or licensed an additional 71 restaurants. The restaurants operate exclusively in the U.S. 
within the casual dining segment of the restaurant industry, providing similar products to similar 
customers. The restaurants also possess similar pricing structures, resulting in similar long-term 
expected financial performance characteristics. Revenue from external customers is derived principally 
from food and beverage sales. We do not rely on any major customers as a source of revenue. We 
aggregate similar operating segments into a single reportable operating segment if the businesses are 
considered similar under ASC 280, Segment Reporting. We consider restaurant and franchising 
operations as similar and have aggregated them into a single reportable segment. 


(m) Revenue Recognition 


Revenue from restaurant sales is recognized when food and beverage products are sold. Deferred 
revenue primarily represents our liability for gift cards and certificates that have been sold, but not yet 
redeemed. When the gift cards and certificates are redeemed, we recognize restaurant sales and reduce 
deferred revenue. 


For some of the gift cards that were sold, the likelihood of redemption is remote. When the 
likelihood of a gift card’s redemption is determined to be remote, we record a breakage adjustment 
and reduce deferred revenue by the amount never expected to be redeemed. We use historic gift card 
redemption patterns to determine when the likelihood of a gift card’s redemption becomes remote and 
have determined that approximately 5% of the value of gift cards will never be redeemed. The 
methodology we use to match the expected redemption value of unredeemed gift cards to our historic 
redemption patterns is to amortize the historic 5% rate of breakage over a three year period. As a 
result, the amount of unredeemed gift card liability included in deferred revenue is the full value of 
unredeemed gift cards less the amortized portion of the 5% rate of breakage. We review and adjust our 
estimates on a quarterly basis. 


We franchise Texas Roadhouse restaurants. We execute franchise agreements for each franchise 
restaurant which sets out the terms of our arrangement with the franchisee. Our franchise agreements 
typically require the franchisee to pay an initial, non-refundable fee and continuing fees based upon a 
percentage of sales. Subject to our approval and payment of a renewal fee, a franchisee may generally 
renew the franchise agreement upon its expiration. We collect ongoing royalties of 2.0% to 4.0% of 
sales from franchise restaurants. These ongoing royalties are reflected in the accompanying 
consolidated statements of income as franchise royalties and fees. We recognize initial franchise fees as 
revenue after performing substantially all initial services or conditions required by the franchise 
agreement, which is generally upon the opening of a restaurant. We received initial franchise fees of 
$0.1 million for the year ended December 28, 2010, $0.2 million for the year ended December 29, 2009 
and $0.1 million for the year ended December 30, 2008. Continuing franchise royalties are recognized 
as revenue as the fees are earned. We also perform supervisory and administrative services for certain 
franchise and license restaurants for which we receive management fees, which are recognized as the 
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(2) Summary of Significant Accounting Policies (Continued) 


services are performed. Revenue from supervisory and administrative services is recorded as a 
reduction of general and administrative expenses in the accompanying consolidated statements of 
income. Total revenue recorded for supervisory and administrative services for each of the years ended 
December 28, 2010, December 29, 2009 and December 30, 2008 was approximately $0.6 million and 
$0.5 million, respectively. 


Sales taxes collected from customers and remitted to governmental authorities are accounted for 
on a net basis and therefore are excluded from revenue in the consolidated statements of income. 


(n) Income Taxes 


We account for income taxes in accordance with ASC 740, Income Taxes, under which deferred 
assets and liabilities are recognized based upon anticipated future tax consequences attributable to 
differences between financial statement carrying values of assets and liabilities and their respective tax 
bases. A valuation allowance is established to reduce the carrying value of deferred tax assets if it is 
considered more likely than not that such assets will not be realized. Any change in the valuation 
allowance would be charged to income in the period such determination was made. 


(0) Advertising 


We have a domestic system-wide marketing and advertising fund. We maintain control of the 
marketing and advertising fund and, as such, have consolidated the fund’s activity for the years ended 
December 28, 2010, December 29, 2009 and December 30, 2008. Domestic company and franchise 
restaurants are required to remit a designated portion of sales, currently 0.3%, to the advertising fund. 
These reimbursements do not exceed the costs we incur throughout the year associated with various 
marketing programs which are developed internally by us. Therefore, the net amount of the advertising 
costs incurred less amounts remitted by company and franchise restaurants is included in general and 
administrative expense in our consolidated statements of income. 


The company-owned restaurant contribution and other costs related to local restaurant area 
marketing initiatives are included in other operating costs in our consolidated statements of income. 
These costs amounted to approximately $7.7 million, $7.0 million and $6.1 million for the years ended 
December 28, 2010, December 29, 2009 and December 30, 2008, respectively. 


(p) Leases and Leasehold Improvements 


We lease land, buildings and/or certain equipment for several of our restaurants under 
noncancelable lease agreements. Our land and building leases typically have initial terms ranging from 
10 to 15 years, and certain renewal options for one or more five-year periods. We account for leases in 
accordance with ASC 840, Leases, and other related authoritative guidance. When determining the 
lease term, we include option periods for which failure to renew the lease imposes a penalty on us in 
such an amount that a renewal appears, at the inception of the lease, to be reasonably assured. The 
primary penalty to which we are subject is the economic detriment associated with the existence of 
leasehold improvements which might become impaired if we choose not to continue the use of the 
leased property. 
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(2) Summary of Significant Accounting Policies (Continued) 


Certain of our operating leases contain predetermined fixed escalations of the minimum rent 
during the original term of the lease. For these leases, we recognize the related rent expense on a 
straight-line basis over the lease term and recorded the difference between the amounts charged to 
operations and amounts paid as deferred rent. We generally do not receive rent holidays, rent 
concessions or leasehold improvement incentives upon opening a restaurant that is subject to a lease. 


Additionally, certain of our operating leases contain clauses that provide for additional contingent 
rent based on a percentage of sales greater than certain specified target amounts. We recognize 
contingent rent expense prior to the achievement of the specified target that triggers the contingent 
rent, provided achievement of the target is considered probable. 


(q) Use of Estimates 


We have made a number of estimates and assumptions relating to the reporting of assets and 
liabilities, the disclosure of contingent assets and liabilities at the date of the Consolidated Financial 
Statements and the reporting of revenue and expenses during the period to prepare these Consolidated 
Financial Statements in conformity with U.S. generally accepted accounting principles (“GAAP”). 
Significant items subject to such estimates and assumptions include the carrying amount of property 
and equipment, goodwill, obligations related to insurance reserves, income taxes and share-based 
compensation expense. Actual results could differ from those estimates. 


(r) Comprehensive Income 


ASC 220, Comprehensive Income, establishes standards for reporting and presentation of 
comprehensive income and its components in a full set of financial statements. Comprehensive income 
consists of net income and other comprehensive income (loss) items that are excluded from net income 
under GAAP in the United States. These items included net unrealized gains (losses) on securities and 
the effective unrealized portion of changes in fair value of cash flow hedges. 


(s) Fair Value of Financial Instruments 


Fair value is determined based on the present value of expected future cash flows considering the 
risks involved and using discount rates appropriate for the duration and considers counterparty 
performance risk. 


(t) Derivative Instruments and Hedging Activities 


We do not use derivative instruments for trading purposes. Currently, our only free standing 
current derivative instruments are two interest rate swap agreements. 


We account for derivatives and hedging activities in accordance with ASC 815, Derivatives and 
Hedging, which requires that all derivative instruments be recorded on the consolidated balance sheet at 
their respective fair values. The accounting for changes in the fair value of a derivative instrument is 
dependent upon whether the derivative has been designated and qualifies as part of a hedging 
relationship. Our current derivatives have been designated and qualify as a cash flow hedges. For 
derivative instruments that are designated and qualify as a cash flow hedge, the effective portion of the 
gain or loss on the derivative instrument is reported as a component of other comprehensive income 
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(2) Summary of Significant Accounting Policies (Continued) 


(loss) and reclassified into earnings in the same period or period during which the hedged transaction 
affects earnings. There was no hedge ineffectiveness recognized during the periods ended December 28, 
2010, December 29, 2009 and December 30, 2008. 


(u) Recent Accounting Pronouncements 
Fair Value Measures and Disclosures 
(Accounting Standards Update (“ASU”) 2010-06) 


In January 2010, the FASB issued ASU 2010-06 which amends ASC 820, Fair Value Measures and 
Disclosures. ASU No. 2010-06 amends the ASC to require disclosure of transfers into and out of 
Level 1 and Level 2 fair value measurements, and also require more detailed disclosure about the 
activity within Level 3 fair value measurements. The changes as a result of this update are effective for 
annual and interim reporting periods beginning after December 15, 2009 (our 2010 fiscal year), except 
for requirements related to Level 3 disclosures, which are effective for annual and interim period 
beginning after December 15, 2010 (our 2011 fiscal year). This guidance requires new disclosures only, 
and had no impact on our consolidated financial position, results of operations or cash flows. 


(3) Acquisitions 


During the fourth quarter of 2009, we terminated our franchise agreement with a franchisee which 
operated one restaurant. Pursuant to the terms of the franchise agreement, we acquired the restaurant 
from the franchisee for an immaterial amount. As a result, there was no purchase price allocation or 
subsequent goodwill associated with this acquisition. We now operate the restaurant as a company 
restaurant. 


(4) Long-term Debt and Obligations Under Capital Leases 


Long-term debt and obligations under capital leases consisted of the following: 


December 28, December 29, 








2010 2009 
Installment loans, due 2011 - 2020...............00. $ 1,865 $ 2,030 
Obligations under capital leases................00.. 315 396 
RREVOIV ER ores i eciud a iicareica Qotanst aaices atlas afin aw aces ac aes wr aoa 50,000 99,000 

52,180 101,426 
Less current maturities... 0... . 0... cece eee eee 274 247 





$51,906 $101,179 








Texas Roadhouse, Inc. and Subsidiaries 
Notes to Consolidated Financial Statements (Continued) 


(Tabular amounts in thousands, except share and per share data) 


(4) Long-term Debt and Obligations Under Capital Leases (Continued) 


Maturities of long-term debt and obligations under capital leases at December 28, 2010 are as 
follows: 





DOU ese sictonce shies ce. cn. catty Gade eee, at ce ncat Stl nc os cy she tse ce, 8 Slancsp ein ca ca, od @ salves wt hh $ 274 
O12 cies sok hw awe Sha he RS ay Se Sh Ae ERS SEAS SRS SORA ES 50,304 
QU cs, Be astetsae at Bes ate de bs ae ea Pets cb. Wh eee sad Oh, GR Retin eck Ea a ese 8. 338 
2014 23.0 ode anv iw tein tee beds eas eb eae Sass daw Sat ees 274 
DUDES sxe, cata obs ence eyecaca tyes: Sane 8 ce eae Hl as Grow te-ay oh cas Gy eis. heads Leet careceecs, haw @rtsuows eo 283 
Thereafter. .2i%.4 oa:necesb bd awd nad nae COS aw aR Se Rae Ss 707 

$52,180 





The weighted average interest rate for installment loans outstanding at December 28, 2010 and 
December 29, 2009 was 10.58%. The debt is secured by certain land and buildings and is subject to 
certain prepayment penalties. 


We have a $250.0 million five-year revolving credit facility with a syndicate of commercial lenders 
led by Bank of America, N.A., Banc of America Securities LLC and National City Bank which, in 
December 2008, was acquired by PNC Bank. The facility expires May 31, 2012. The terms of the 
facility require us to pay interest on outstanding borrowings at LIBOR plus a margin of 0.50% to 
0.875%, depending on its leverage ratio, or the Base Rate, which is the higher of the issuing bank’s 
prime lending rate or the Federal Funds rate plus 0.50%. We are required to pay a commitment fee of 
0.10% to 0.175% per year on any unused portion of the facility, depending on our leverage ratio. The 
weighted-average interest rate for the revolver at December 28, 2010 and December 29, 2009 was 
3.59% and 2.36%, respectively, including interest rate swaps. At December 28, 2010, we had 
$50.0 million outstanding under the credit facility and $196.2 million of availability, net of $3.8 million 
of outstanding letters of credit. 


The lenders’ obligation to extend credit under the facility depends on us maintaining certain 
financial covenants, including a minimum consolidated fixed charge coverage ratio of 2.00 to 1.00 and a 
maximum consolidated leverage ratio of 3.00 to 1.00. The new credit facility permits us to incur 
additional secured or unsecured indebtedness outside the facility, except for the incurrence of secured 
indebtedness that in the aggregate exceeds 20% of our consolidated tangible net worth or 
circumstances where the incurrence of secured or unsecured indebtedness would prevent us from 
complying with its financial covenants. We are currently in compliance with all covenants as of 
December 28, 2010. 


On October 22, 2008, we entered into an interest rate swap, starting on November 7, 2008, with a 
notional amount of $25.0 million to hedge a portion of the cash flows of our variable rate credit 
facility. We have designated the interest rate swap as a cash flow hedge of our exposure to variability in 
future cash flows attributable to interest payments on a $25.0 million tranche of floating rate debt 
borrowed under our revolving credit facility. Under the terms of the swap, we pay a fixed rate of 3.83% 
on the $25.0 million notional amount and receive payments from the counterparty based on the 
1-month LIBOR rate for a term ending on November 7, 2015, effectively resulting in a fixed rate 
LIBOR component of the $25.0 million notional amount. Changes in the fair value of the interest rate 
swap will be reported as a component of accumulated other comprehensive income. 
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(4) Long-term Debt and Obligations Under Capital Leases (Continued) 


On January 7, 2009, we entered into an interest rate swap, starting on February 7, 2009, with a 
notional amount of $25.0 million to hedge a portion of the cash flows of our variable rate credit 
facility. We have designated the interest rate swap as a cash flow hedge of our exposure to variability in 
future cash flows attributable to interest payments on a $25.0 million tranche of floating rate debt 
borrowed under our revolving credit facility. Under the terms of the swap, we pay a fixed rate of 2.34% 
on the $25.0 million notional amount and receive payments from the counterparty based on the 
1-month LIBOR rate for a term ending on January 7, 2016, effectively resulting in a fixed rate LIBOR 
component of the $25.0 million notional amount. Changes in the fair value of the interest rate swap 
will be reported as a component of accumulated other comprehensive income. 


(5) Property and Equipment, Net 
Property and equipment were as follows: 


December 28, December 29, 
2010 2009 








Land and improvements ....................0000. $ 94,046 $ 94,058 
Buildings and leasehold improvements............... 346,792 326,110 
Equipment and smallwares ..................0000. 156,017 142,172 
Furniture and fixtures... 0... 0... eee 49,840 45,442 
Construction in progress... 1... 0.0.0... eee eee 4,889 6,038 
LiGuor NCENS€S ic sc titea se ea a EARS Se Bases 5,450 5,450 
657,034 619,270 
Accumulated depreciation and amortization........... (198,051) (162,989) 





$ 458,983  $ 456,281 








The amount of interest capitalized in connection with restaurant construction was approximately 
$0.1 million, $0.1 million and $0.5 million for the years ended December 28, 2010, December 29, 2009 
and December 30, 2008. In 2009, as a result of its annual impairment analysis, we determined that 
property and equipment related two restaurants were impaired as discussed further in note 15. 
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(6) Goodwill and Intangible Assets 


The changes in the carrying amount of goodwill and intangible assets are as follows: 


Goodwill Intangible Assets 











Balance as of December 30, 2008..............0.4- $114,807 $12,807 
AGCUONS: «.¢ we sociated ee & Rien ee aoe Be RES 52 — 
Amortization Expense ......... cece eee ec eee eee — (1,132) 
Disposals and other, net ................. 000000. — — 
TMpairMe Ne oo aso eager ee ae, woe A ance shee Gee was (1,394) (481) 
Balance as of December 29, 2009 ...............04. 113,465 11,194 
AGCHONS e565 65 6504064 FERS Gees PEERS Se Be a oe — — 
AMOTtIZatION EXPENSE tk Sirerardnsee baste a toh akew als — (1,076) 
Disposals and other, net ...................0000. — — 
TMPaMPMS MG es dus rey adeee Henge Peuaenee a iiges WN aha er nee CNS (1,680) — 
Balance as of December 28, 2010.................. $111,785 $10,118 








Intangible assets consist of reacquired franchise rights. The gross carrying amount and accumulated 
amortization of the intangible assets at December 28, 2010 were $14.0 million and $3.9 million, 
respectively. We amortize reacquired franchise rights on a straight-line basis over the remaining term of 
the franchise operating agreements, which varies by restaurant. The weighted average amortization 
period of reacquired franchise rights is approximately 14 years. Amortization expense for each of the 
next five years is expected to be $1.1 million. Prior to fiscal 2009, we had not recorded any goodwill or 
intangible asset impairment. Refer to note 3 for discussion of acquisitions completed during fiscal 2009 
and fiscal 2008. In 2010 and 2009, as a result of our goodwill and long-lived assets impairment analysis, 
we determined that goodwill and intangible assets related to certain restaurants were impaired as 
discussed further in note 15. 
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(7) Leases 


The following is a schedule of future minimum lease payments required for capital leases and 
operating leases that have initial or remaining noncancelable terms in excess of one year as of 
December 28, 2010: 








Operating 
Capital Leases Leases 

QO TN 4528 Seco: Slots Beh WA, aeoee Brae batch Bade aS, Ree Bae ele $117 $ 21,090 

QOD 2 sc, aes Bh 4 duct can cee ty ae an tdy Dare teh teh, Pottnodicanyer de wt hae Gece cs, es Bo 117 20,760 

DOB eke ek es so apet ines “a oe ater chun Sb, raps in a! ieee ik eae 117 20,490 

DOA, soieh ds ot Seen teehee thee Gite wh tat Soe acters, a Ane ae i fae heed Seca 20 19,979 

QOD: 2 aie ae See & A Sate Bd GA ho Sd ee we Re Res — 17,733 

Where alter +, c0is.4 dain cea sida + be oder eae ha ae hes — 98,165 

MO bal, 3c ie sees Seed w eae Sh a Gas ays Bw Sees Sh an 371 $198,217 
Less amount representing interest of 10.9% ............ 56 
Present value of minimum capital lease payments........ 315 
Less current maturities of obligations under capital leases. . 89 


Obligations under capital leases, excluding current 
MAU IG Say sine 9 64-946 6 4 RR ween, 6 ees $226 


Capitalized lease assets, primarily building, with a cost of approximately $0.9 million at both 
December 28, 2010 and December 29, 2009 are being amortized on a straight-line basis over the 
applicable lease terms and interest expense is recognized on the outstanding obligations. The total 
accumulated amortization of property held under capital leases totaled $0.4 million at both 
December 28, 2010 and December 29, 2009. 


Rent expense for operating leases consisted of the following: 


December 28, 2010 December 29, 2009 December 30, 2008 














Minimum rent—occupancy.... $20,843 $19,574 $15,232 
Contingent rent............ 518 444 647 
Rent expense, occupancy.... 21,361 20,018 15,879 
Minimum rent—equipment and 
OUHET 2.4 rece dg none ed 2,613 2,414 2,152 
Rent expense ............ $23,974 $22,432 $18,031 
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(8) Income Taxes 


Components of our income tax (benefit) and provision for the years ended December 28, 2010, 
December 29, 2009 and December 30, 2008 are as follows: 











Year Ended Year Ended Year Ended 
December 28, 2010 December 29, 2009 December 30, 2008 
Current: 
Federal. «44.0084 0040400844 $20,561 $18,680 $14,457 
Slate: oi dng ade aha aa ans 5,323 4,937 3,748 
Total current........... 25,884 23,617 18,205 
Deferred: 
Pederalt tics act ese. asters A Sarees 1,788 231 1,036 
Stale. ag hen oe ae ads 11 (357) 148 
Total deferred.......... 1,799 (126) 1,184 
Income tax provision ........ $27,683 $23,491 $19,389 











A reconciliation of the statutory federal income tax rate to our effective tax rate for December 28, 
2010, December 29, 2009 and December 30, 2008 is as follows: 


December 28, December 29, December 30, 
2010 2009 2008 





Tax at statutory federal rate............. 35.0% 35.0% 35.0% 
State and local tax, net of federal benefit... 3.7 3.7 3.7 
FICA tip tax credit................00.. (5.4) (6.2) (6.7) 
Work opportunity tax credit............. (2.1) (1.4) (1.0) 
Incentive stock options ................ (0.1) 0.4 1.7 
Nondeductible officer compensation....... 0.9 1.1 0.6 
OME xptehow dpa te aroigacs Show bo ts 0.2 0.5 0.4 
Total .esanedae besa eve Ves deee ewes 32.2% 33.1% 33.7% 
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(8) Income Taxes (Continued) 


Components of deferred tax assets (liabilities) are as follows: 


December 28, 2010 December 29, 2009 





Deferred tax assets: 


Insurance reserves ......... 0000s $ 2,641 $ 2,123 
Other reserves ......... 0.0. cece eee eee 343 413 
Deferred rent <3 c64484eh 6044804 0 04 Hes 4,757 3,831 
Share-based compensation................ 3,632 4,320 
Unredeemed gift cards .................. 2,627 2,656 
Other assets and liabilities................ 4,537 2,569 
Total deferred tax asset .............0 00005 18,537 15,912 
Deferred tax liabilities: 
Depreciation and amortization ............ (24,373) (21,041) 
Other assets and liabilities................ (240) — 
Total deferred tax liability...............0.. (24,613) (21,041) 
Net deferred tax UabilitV....¢ec5akenee deen s $ (6,076) $ (5,129) 
Current deferred tax asset .............004. $ 2,368 $ 1,531 
Noncurrent deferred tax liability ............. (8,444) (6,660) 
Wet deferred tax liability <4 ..u4s de4w atone gas $ (6,076) $ (5,129) 


We have not provided any valuation allowance as we believe the realization of our deferred tax 
assets is more likely than not. 


A reconciliation of the beginning and ending liability for unrecognized tax benefits is as follows: 





Uncertain tax Uncertain tax 
positions impacting positions not Total uncertain 
tax rate impacting tax rate tax positions 

Balance at December 30, 2008 ... $ 302 $ 763 $1,065 
Additions to tax positions related 

to prior years ...........0.. 49 — 49 
Reductions due to statute 

expiration ................ (145) (565) (710) 
Balance at December 29, 2009 ... 206 198 404 
Additions to tax positions related 

to prior years ...........0.. — — — 
Reductions due to statute 

CXPIMAON. si ca eae eee (82) (198) (280) 
Balance at December 28, 2010 ... 124 $ — $ 124 


We, consistent with our existing policy, recognize both interest and penalties on unrecognized tax 
benefits as part of income tax expense. As of December 28, 2010 and December 29, 2009, the total 
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(8) Income Taxes (Continued) 


amount of accrued penalties and interest related to uncertain tax provisions was $0.1 million and 
$0.3 million, respectively. Included in the balance of total unrecognized tax benefits at December 28, 
2010 are no potential benefits, which, if recognized, would affect the effective tax rate. 


All entities for which unrecognized tax benefits exist as of December 28, 2010 possess a December 
tax year-end. As a result, as of December 28, 2010, the tax years ended December 25, 2007, 
December 30, 2008 and December 29, 2009 remain subject to examination by all tax jurisdictions. As of 
December 28, 2010, no audits were in process by a tax jurisdiction that, if completed during the next 
twelve months, would be expected to result in a material change to our unrecognized tax benefits. 
Additionally, as of December 28, 2010, no event occurred that is likely to result in a significant increase 
or decrease in the unrecognized tax benefits through December 27, 2011. 


(9) Preferred Stock 


Our Board of Directors is authorized, without further vote or action by the holders of common 
stock, to issue from time to time up to an aggregate of 1,000,000 shares of preferred stock in one or 
more series. Each series of preferred stock will have the number of shares, designations, preferences, 
voting powers, qualifications and special or relative rights or privileges as shall be determined by the 
Board of Directors, which may include, but are not limited to, dividend rights, voting rights, redemption 
and sinking fund provisions, liquidation preferences, conversion rights and preemptive rights. There are 
no shares of preferred stock outstanding at December 28, 2010 and December 29, 2009. 


(10) Stockholders’ Equity 


On September 30, 2009, each share of our Class B common stock was automatically converted into 
one share of common stock. 


On February 14, 2008, our Board of Directors approved a stock repurchase program under which 
it authorized us to repurchase up to $25.0 million of our common stock. On July 8, 2008, our Board of 
Directors approved a $50.0 million increase in our stock repurchase program. Our total stock 
repurchase authorization increased to $75.0 million. Under this program, we may repurchase 
outstanding shares of our common stock from time to time in open market transactions during the 
two-year period ending February 14, 2010. The timing and amount of any repurchases will be 
determined by our management under parameters established by our Board of Directors, based on our 
evaluation of our stock price, market conditions and other corporate considerations. On November 19, 
2009, the Board of Directors extended the expiration date on the stock repurchase program to 
February 14, 2011. See note 19 for discussion of a new stock repurchase program. 


For the years ended December 28, 2010 and December 29, 2009, we made no purchases of our 
stock. 
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(11) Earnings Per Share 


The share and net income per share data for all periods presented are based on the historical 
weighted-average shares outstanding. The diluted earnings per share calculations show the effect of the 
weighted-average stock options and restricted stock awards outstanding from our equity incentive plan 
as discussed in note 13. For the years ended December 28, 2010, December 29, 2009 and December 30, 
2008, options to purchase 1,798,911, 2,861,892 and 3,196,779 shares, respectively, were outstanding but 
not included in the computation of diluted net income per share because their inclusion would have 
had an anti-dilutive effect. For the years ended December 28, 2010, December 29, 2009 and 
December 30, 2008, 16,546, 18,475 and 503,257 shares of nonvested stock, respectively, were 
outstanding but not included in the computation of diluted net income per share because their 
inclusion would have had an anti-dilutive effect. 


The following table sets forth the calculation of weighted average shares outstanding (in 
thousands) as presented in the accompanying consolidated statements of income: 


Fiscal Year Ended 
December 28, 2010 December 29, 2009 December 30, 2008 








Net income attributable to Texas Roadhouse, Inc. 


















































and subsidiaries............. 000000 cues $58,289 $47,479 $38,168 
Basic EPS: 
Weighted-average common shares outstanding .. . 71,432 69,967 72,672 
Basic: EPS s.0%tcidn shoei aah ee ee Bele hs peed bog $ 0.82 $ 0.68 ®. 0:53 
Diluted EPS: 
Weighted-average common shares outstanding .. . 71,432 69,967 72,672 
Dilutive effect of stock options and nonvested 

StOCK: 0s buboaiede iG ea Ped Dee ea as bare ed 1,497 1,331 1,407 
Shares—diluted .... 0... 0.00.00 eee eee 72,929 71,298 74,079 
Diluted: BPS 244 shot he dt agen dead eee aes $ 0.80 $ 0.67 $ 0.52 




















(12) Commitments and Contingencies 


The estimated cost of completing capital project commitments at December 28, 2010 and 
December 29, 2009 was approximately $52.8 million and $18.5 million, respectively. 


We entered into real estate lease agreements for franchise restaurants located in Everett, MA, 
Longmont, CO, Montgomeryville, PA, Fargo, ND and Logan, UT before granting franchise rights for 
those restaurants. We have subsequently assigned the leases to the franchisees, but remain contingently 
liable if a franchisee defaults, under the terms of the lease. The Longmont lease was assigned in 
October 2003 and expires in May 2014, the Everett lease was assigned in September 2002 and expires 
in February 2018, the Montgomeryville lease was assigned in October 2004 and expires in June 2021,the 
Fargo lease was assigned in February 2006 and expires in July 2016 and the Logan lease was assigned 
in January 2009 and expires in August 2019. As the fair value of the guarantees is not considered 
significant, no liability has been recorded. As discussed in note 17, the Everett, MA, Longmont, CO, 
and Fargo, ND restaurants are owned, in whole or part, by certain officers, directors and 5% 
stockholders of the Company. 
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(12) Commitments and Contingencies (Continued) 


During the year ended December 28, 2010, we bought most of our beef from four suppliers. 
Although there are a limited number of beef suppliers, we believe that other suppliers could provide 
similar product on comparable terms. A change in suppliers, however, could cause supply shortages and 
a possible loss of sales, which would affect operating results adversely. We have no material minimum 
purchase commitments with our vendors that extend beyond a year. 


On October 8, 2010, the U.S. Equal Employment Opportunity Commission (“EEOC”) for the 
Boston Area Office issued a determination letter in Charge No. 523-2009-00643 alleging that we 
engaged in a pattern and practice of age discrimination in hiring for certain restaurant positions in 
violation of the Age Discrimination in Employment Act. The determination alleges that applicants over 
the age of 40 were denied employment in our restaurants in bartender, host, server and server assistant 
positions solely due to their age. The EEOC is seeking remedial actions and the payment of damages 
to applicants. We have denied the allegation and intend to vigorously defend against the charge. We 
are currently engaged in the conciliation process with the EEOC. Based on the preliminary status of 
this matter, we cannot estimate the possible amount or range of loss, if any, associated with this matter. 


We are involved in various claims and legal actions arising in the normal course of business. In the 
opinion of management, the ultimate disposition of these matters will not have a material effect on our 
consolidated financial position, results of operations, or cash flows. 


(13) Share-based Compensation 


In May 2004, we adopted an equity incentive plan (the “Plan’’) for eligible participants. This Plan 
amended and restated the 1997 Texas Roadhouse Management Corp. Stock Option Plan. The Plan 
provides for granting of incentive and non-qualified stock options to purchase shares of common stock, 
stock bonus awards (restricted stock unit awards (“RSUs”)) and restricted stock awards. The Plan 
provides for the issuance of 16,000,000 shares of common stock plus an annual increase to be added on 
the first day of the year for a period of ten years, commencing on January 1, 2005 and ending on (and 
including) January 1, 2014, equal to the lesser of one percent of the shares of common stock 
outstanding or 1,000,000 shares of common stock. Options are exercisable at various periods ranging 
from one to ten years from the date of grant. Beginning in 2008, we changed the method by which we 
provide share-based compensation to our employees by eliminating stock option grants and, instead, 
granting RSUs as a form of share-based compensation. An RSU is the conditional right to receive one 
share of common stock upon satisfaction of the vesting requirement. 


The following table summarizes the share-based compensation recorded in the accompanying 
consolidated statements of income: 


Fiscal Year Ended 
December 28, December 29, December 30, 
2010 2009 2008 











Labor expense ........... 00000 eee eee $3,364 $2,836 $2,647 
General and administrative expense ....... 4,322 4,657 5,098 
Total share-based compensation expense ... $7,686 $7,493 $7,745 











A summary of share-based compensation activity by type of grant as of December 28, 2010 and 
changes during the period then ended is presented below. 
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(13) Share-based Compensation (Continued) 
Summary Details for Plan Share Options 
Weighted- Weighted-Average 

















Average Exercise Remaining Contractual Aggregate 
Shares Price Term (years) Intrinsic Value 

Outstanding at December 29, 2009 ... 5,439,030 $10.86 
GAME? | oi, 40 tee ae is. ee oe a, OS — — 
Rorteited : sivecteisavowdeas aden s (44,686) 14.59 
FXCLCiS€d 6 os age wedi aed ea es (1,397,832) 7.89 
Outstanding at December 28, 2010 ... 3,996,512 $11.87 4.60 $22,183 
Exercisable at December 28, 2010.... 3,818,841 $11.79 4.52 $21,516 














In 2008, we awarded 60,000 fully vested stock options to two consultants for services performed for 
us. In conjunction with the granting of these options, we recorded approximately $40,000 in consulting 
fee expense and approximately $80,000 in building costs as part of a building under construction at 
December 30, 2008. No stock options were granted during the fiscal years ended December 28, 2010 
and December 29, 2009. 


The weighted-average grant date fair value of options granted during the year ended December 30, 
2008 was $6.45 using the Black-Scholes option pricing model with the following weighted-average 
assumptions: 


Fiscal Year Ended 
December 30, 
2008 


Risk-free IMterest Tate... sso ba hades w Od babes Hela dow oe 1.67% 
Expected term: (years) 214.5445 6 ves5 645444555545 b4 5500808 3.0 

Expected dividend yield... «064.04 0s oe oem deal nee ale as 0.0% 
Bo) F211 eae 43% 


In connection with its adoption of FASB ASC 718, Compensation (“ASC 718’), we determined that 
it was appropriate to group stock option grants into three homogeneous groups when estimating 
expected term. These groups consist of grants made primarily to executives, grants made primarily to 
restaurant-level employees and grants made to corporate office employees. 


Prior to the adoption of ASC 718, we used a four-year term as the expected term of all stock 
option grants. In connection with its adoption of ASC 718 and the increasing amount of historical data 
we now possesses with regard to stock option exercise activity, we re-evaluated our expected term 
assumptions. Based on historical exercise and post-vesting employee termination behavior, the expected 
life for options granted to its executives is approximately 5.0 years. For options granted to restaurant- 
level employees, the expected life is approximately 4.0 years. For options granted to its corporate office 
employees and consultants, the expected life is approximately 3.0 years. We based our expected 
volatility on the volatilities of similar entities for an appropriate period of time along with the volatility 
of our stock since it began trading on October 5, 2004 in connection with our initial public offering. In 
accordance with Staff Accounting Bulletin No. 107, for grants issued after October 4, 2006, we based 
our expected volatility solely on the volatility of our stock since its initial public offering. 
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(13) Share-based Compensation (Continued) 


The total intrinsic value of options exercised during the years ended December 28, 2010, 
December 29, 2009 and December 30, 2008 was $9.6 million, $5.1 million and $8.1 million, respectively. 
As of December 28, 2010, with respect to unvested stock options, there was an immaterial amount of 
unrecognized compensation cost that is expected to be recognized over a weighted-average period of 
less than one year. The total grant date fair value of stock options vested during the years ended 
December 28, 2010, December 29, 2009 and December 30, 2008 was $1.3 million, $1.2 million and 
$6.3 million, respectively. 


For the years ended December 28, 2010, December 29, 2009 and December 30, 2008, cash 
received from options exercised was $11.0 million, $2.8 million and $1.9 million, respectively. The 
excess tax benefit realized from tax deductions associated with options exercised for the years ended 
December 28, 2010, December 29, 2009 and December 30, 2008 was $3.2 million, $1.8 million and 
$3.3 million, respectively. 





Summary Details for RSUs 
Weighted- 
Average Grant 
Date Fair 
Shares Value 
Outstanding at December 29, 2009 .................. 1,362,427 $ 9.90 
GHATS ie ssccctgh 2s tot gah, dele eet acta dt erie, cbs aden etele. Pate eae a 530,235 14.37 
POrteted sa sa hee eaeoes (eee ta de ceed teehee (38,162) 11.30 
Vested ic ciated Salk ba at ee ORE eS & Hae (649,090) 10.02 
Outstanding at December 28, 2010 .................. 1,205,410 $11.71 








As of December 28, 2010, with respect to unvested RSUs, there was $7.4 million of unrecognized 
compensation cost that is expected to be recognized over a weighted-average period of 1.5 years. The 
vesting terms of the RSUs range from approximately 1.0 to 5.0 years. The total grant date fair value of 
RSUs vested during the years ended December 28, 2010 and December 29, 2009 was $6.5 million and 
$4.9 million, respectively. No RSUs vested during the year ended December 30, 2008. 


(14) Fair Value Measurement 


ASC 820, Fair Value Measurements and Disclosures (“ASC 820’), establishes a framework for 
measuring fair value and expands disclosures about fair value measurements. ASC 820 establishes a 
three-level hierarchy, which requires an entity to maximize the use of observable inputs and minimize 
the use of unobservable inputs in measuring fair value. The valuation hierarchy is based upon the 
transparency of inputs to the valuation of an asset or liability on the measurement date. 


Level 1 Inputs based on quoted prices in active markets for identical assets. 

Level 2. Inputs other than quoted prices included within Level 1 that are observable 
for the assets, either directly or indirectly. 

Level 3. Inputs that are unobservable for the asset. 


There were no transfers among levels within the fair value hierarchy during the year ended 
December 28, 2010. 
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(14) Fair Value Measurement (Continued) 


The following table presents the fair values for our financial assets and liabilities measured on a 
recurring basis: 


Fair Value Measurements 
Level December 28, 2010 December 29, 2009 








Interest rate swaps.............0000- 2 $(2,178) $ 631 
Deferred compensation plan—assets ..... 1 5,475 3,390 
Deferred compensation plan—liabilities. . . 1 (5,469) (3,389) 
Wilalsns cusiounbatavke ns eam anaes $(2,172) $ 32 





The fair value of our interest rate swaps were determined based on the present value of expected 
future cash flows considering the risks involved, including nonperformance risk, and using discount 
rates appropriate for the duration. See note 16 for discussion of our interest rate swaps. 


The Second Amended and Restated Deferred Compensation Plan of Texas Roadhouse 
Management Corp., as amended, (the “Deferred Compensation Plan”) is a nonqualified deferred 
compensation plan which allows highly compensated employees to defer receipt of a portion of their 
compensation and contribute such amounts to one or more investment funds held in a rabbi trust. We 
report the accounts of the rabbi trust in our consolidated financial statements. These investments are 
considered trading securities and are reported at fair value based on third-party broker statements. The 
realized and unrealized holding gains and losses related to these investments, as well as the offsetting 
compensation expense, are recorded in general and administrative expense on the consolidated 
statements of income. 


The following table presents the fair values for our financial assets and liabilities measured on a 
nonrecurring basis: 


Fair Value Measurements 
Level December 28, 2010 December 29, 2009 








Long-lived assets held for sale ......... 2 $1,598 $1,598 
Long-lived assets held for use.......... 2 1,117 1,230 
Goodwill... 2... eee 3 1,830 651 
WO Gal arte hers Slat Meet aoa Ngee te ae nie sacar $4,545 $3,479 








Long-lived assets held for sale include land and building and are valued using Level 2 inputs, 
primarily an independent third party appraisal. These assets are included in Property and equipment in 
our consolidated balance sheets as we do not expect to sell these assets in the next 12 months. Costs to 
market and/or sell the assets are factored into the estimates of fair value. During the 52 weeks ended 
December 29, 2009, long-lived assets held for sale with a carrying amount of $2.0 million were written 
down to their fair value of $1.6 million, resulting in a loss of $0.4 million, which is included in 
Impairment and closure in our consolidated statements of income. 


Long-lived assets held for use include building, equipment and furniture and fixtures and are 
valued using Level 2 inputs, primarily an independent third party appraisal. These assets are included 
in Property and equipment in our consolidated balance sheets. During the 52 weeks ended 
December 29, 2009, long-lived assets held for use with a carrying amount of $2.5 million were written 
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(14) Fair Value Measurement (Continued) 


down to their fair value of $1.2 million, resulting in a loss of $1.3 million, which is included in 
Impairment and closure in our consolidated statements of income. Depreciation expense of $0.1 million 
was recorded on these assets during the 52 weeks ended December 28, 2010. 


As of December 28, 2010 and December 29, 2009, goodwill in the table above relates to three and 
two underperforming restaurants, respectively, in which the carrying value of the associated goodwill 
was reduced to fair value, based on their historical results and anticipated future trends of operations. 
These charges are included in Impairment and closure in our consolidated statements of income. For 
further discussion of impairment charges, see note 15. 


At December 28, 2010 and December 29, 2009, the fair value of cash and cash equivalents, 
accounts receivable and accounts payable approximated their carrying value based on the short-term 
nature of these instruments. The fair value of our long-term debt is estimated based on the current 
rates offered to us for instruments of similar terms and maturities. The carrying amounts and related 
estimated fair values for our debt is as follows: 








December 28, 2010 December 29, 2009 
Carrying Carrying 
Amount Fair Value Amount Fair Value 
Installment loans ...............000. $ 1,865 $ 2,324 $ 2,030 $ 2,592 
REVOIWED: 2 soitea eae SAR aes Gos eed 50,000 50,000 99,000 99,000 


(15) Impairment and Closure Costs 


During 2010, 2009 and 2008, we recorded impairment charges of $2.0 related to goodwill and 
long-lived assets, $3.0 million related to goodwill and long-lived assets and $2.2 million related to 
long-lived assets, respectively. These charges were measured and recognized following current 
accounting guidance which requires that the carrying value of these assets be tested for impairment 
whenever circumstances indicate that impairment may exist, or at least annually in the case of goodwill. 
Refer to note 2 for further discussion of the methodology used by us to test for long-lived asset and 
goodwill impairment. 


Impairment charges in 2010 included $1.7 million associated with the impairment of goodwill 
related to four restaurants and $0.2 million related to the write-down of equipment and ongoing 
closure costs associated with one restaurant, which was closed in Q2 2010. The remaining $0.1 million 
in expenses were ongoing closure costs associated with one restaurant closed in 2008. The goodwill 
impairment charges in 2010 resulted from our annual testing which relies, in part, on the historical 
trends and anticipated future trends of operations of individual restaurants. 


Impairment charges in 2009 included $1.9 million related to four underperforming restaurants in 
which the carrying value of the associated goodwill and reacquired franchise rights were reduced to fair 
value, based on their historical results and anticipated future trends of operations. Of the $1.9 million 
impairment charge, $0.6 million was not deductible for tax purposes. For further discussion of goodwill 
and intangible assets, refer to note 6. 


Impairment charges in 2009 also included $1.3 million related to one underperforming restaurant 
in which its carrying value was reduced to its estimated fair value, based on its historical results and 
anticipated future trends of operations. The impairment included building and equipment. In addition, 
in 2009, we recorded a gain of $0.6 million related to the sale of one restaurant which was relocated, a 
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(15) Impairment and Closure Costs (Continued) 


charge of $0.5 million in conjunction with the closure of one restaurant, and recognized a credit of 
$0.1 million related to the settlement of a lease reserve associated with one restaurant which was closed 
in 2008. 


We recorded an impairment charge of $1.4 million in 2008 as a result of reducing the carrying 
value of one underperforming restaurant to its estimated fair value, based on its historical results and 
anticipated future trends of operations. The impairment included land, building, fixtures and 
equipment. We also recorded $0.8 million in 2008 due to a lease reserve and other charges incurred in 
conjunction with the closure of one restaurant. 


(16) Derivative and Hedging Activities 


We enter into derivative instruments for risk management purposes only, including derivatives 
designated as hedging instruments under FASB ASC 815, Derivatives and Hedging (“ASC 815”). We 
use interest rate-related derivative instruments to manage our exposure to fluctuations of interest rates. 
By using these instruments, we expose ourselves, from time to time, to credit risk and market risk. 
Credit risk is the failure of the counterparty to perform under the terms of the derivative contract. 
When the fair value of a derivative contract is positive, the counterparty owes us, which creates credit 
risk for us. We minimize the credit risk by entering into transactions with high-quality counterparties 
whose credit rating is evaluated on a quarterly basis. Our counterparty in the interest rate swaps is J.P. 
Morgan Chase, N.A. Market risk is the adverse effect on the value of a financial instrument that results 
from a change in interest rates, commodity prices, or the market price of our common stock. We 
minimize market risk by establishing and monitoring parameters that limit the types and degree of 
market risk that may be taken. 


Interest Rate Swaps 


On October 22, 2008, we entered into an interest rate swap, starting on November 7, 2008, with a 
notional amount of $25.0 million to hedge a portion of the cash flows of our variable rate credit 
facility. We have designated the interest rate swap as a cash flow hedge of our exposure to variability in 
future cash flows attributable to interest payments on a $25.0 million tranche of floating rate debt 
borrowed under its revolving credit facility. Under the terms of the swap, we pay a fixed rate of 3.83% 
on the $25.0 million notional amount and receive payments from the counterparty based on the 
1-month LIBOR rate for a term ending on November 7, 2015, effectively resulting in a fixed rate 
LIBOR component of the $25.0 million notional amount. 


On January 7, 2009, we entered into an interest rate swap, starting on February 7, 2009, with a 
notional amount of $25.0 million to hedge a portion of the cash flows of our variable rate credit 
facility. We have designated the interest rate swap as a cash flow hedge of our exposure to variability in 
future cash flows attributable to interest payments on a $25.0 million tranche of floating rate debt 
borrowed under our revolving credit facility. Under the terms of the swap, we pay a fixed rate of 2.34% 
on the $25.0 million notional amount and receive payments from the counterparty based on the 
1-month LIBOR rate for a term ending on January 7, 2016, effectively resulting in a fixed rate LIBOR 
component of the $25.0 million notional amount. 


We entered into the above interest rate swaps with the objective of eliminating the variability of 
our interest expense that arises because of changes in the variable interest rate for the designated 
interest payments. Changes in the fair value of the interest rate swap will be reported as a component 
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(16) Derivative and Hedging Activities (Continued) 


of accumulated other comprehensive income. We will reclassify any gain or loss from accumulated 
other comprehensive income, net of tax, on our consolidated balance sheet to interest expense on our 
consolidated statement of income when the interest rate swap expires or at the time we choose to 
terminate the swap. See note 14 for fair value discussion of these interest rate swaps. 


The following table summarizes the fair value and presentation in the consolidated balance sheets 
for derivatives designated as hedging instruments under ASC 815: 








Derivative Assets Derivative Liabilities 
Balance Sheet December 28, December 29, December 28, December 29, 
Location 2010 2009 2010 2009 
Derivative Contracts Designated as 
Hedging Instruments under ASC 815 .. (1) 
Interest Tale SWAPS. 444-46 204 244% 408 $— $31 $2,178 $— 
Total Derivative Contracts ............ $— $31 $2,178 $— 











(1) Derivative assets and liabilities are included in fair value of derivative financial instruments on the 
consolidated balance sheets. 


The following table summarizes the effect of derivative instruments on the consolidated statements 
of income for the 52 weeks ended December 28, 2010 and December 29, 2009: 


Amount of 











(Loss) Gain ee Amount of 
F Reclassified (Loss) Gain 
Amount of (Loss) ee of from AOCI to pe Recognized in 
Gain Gain Income Recognized Income 
Recognized in AOCI Reclassified (effective a lacame (ineffective 
(effective portion) from AOCI portion) (ineffective portion) 
2010 2009 Income 2010 2009 portion) 2010 2009 
Interest rate swaps.. — $(1,357) ~—- $1,723 $— $— $— $— 








(17) Related Party Transactions 


The Longview, Texas restaurant, which was acquired by us in connection with the completion of 
our initial public offering, leases the land and restaurant building from an entity controlled by 
Steven L. Ortiz, our Chief Operating Officer. The lease term is for 15 years and will terminate in 
November 2014. The lease can be renewed for two additional terms of five years each. Rent is 
approximately $19,000 per month. The lease can be terminated if the tenant fails to pay the rent on a 
timely basis, fails to maintain the insurance specified in the lease, fails to maintain the building or 
property or becomes insolvent. Total rent payments were approximately $224,000 and $200,000 for 2010 
and 2009, respectively. 


The Bossier City, Louisiana restaurant, of which Steven L. Ortiz beneficially owns 66.0% and we 
own 5.0%, leases the land and building from an entity owned by Mr. Ortiz. The lease term is 15 years 
and will terminate on March 31, 2020. The lease can be renewed for three additional terms of five 
years each. Rent is approximately $16,600 per month and escalates 10% each five years during the 
term. The lease can be terminated if the tenant fails to pay rent on a timely basis, fails to maintain 
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(17) Related Party Transactions (Continued) 
insurance, abandons the property or becomes insolvent. Total rent payments were approximately 
$193,000 and $181,000 for 2010 and 2009, respectively. 


We have 14 license and franchise restaurants owned in whole or part by certain officers, directors 
and stockholders of the Company at December 28, 2010, December 29, 2009 and December 30, 2008. 
These entities paid us fees of $2.0 million, $2.0 million and $2.1 million for the years ended 
December 28, 2010, December 29, 2009 and December 30, 2008, respectively. As discussed in note 12, 
we are contingently liable on leases which are related to three of these restaurants. 


(18) Selected Quarterly Financial Data (unaudited) 














2010 
First Second Third Fourth 
Quarter Quarter Quarter Quarter Total 

REVEMUC: 6s ret i ies WE A Oe $259,624 $255,162 $245,613 $244,594 $1,004,993 
Total costs and expenses................ $229,518 $231,833 $224,165 $228,860 $ 914,376 
Income from operations................ $ 30,106 $ 23,329 $ 21,448 $ 15,734 $ 90,617 
Net income attributable to Texas 

Roadhouse, Inc. and subsidiaries........ $ 19,241 $ 15,036 $ 13,952 $ 10,060 $ 58,289 
Basic earnings per common share......... $ 0.27 $ O21 $ O19 $ O14 $ 0.82 
Diluted earnings per common share ....... $ 027 $ O21 $ O19 $ O14 $ 0.80 

2009 
First Second Third Fourth 
Quarter Quarter Quarter Quarter Total 

RGEVEMUG: 6 5. s.0.¢ ans @ are ean ed ee ara $246,073 $242,423 $226,467 $227,368 $942,331 
Total costs and expenses ................. $223,790 $220,929 $209,186 $212,565 $866,470 
Income from operations ...............4. $ 22,283 $ 21,494 $ 17,281 $ 14,803 $ 75,861 
Net income attributable to Texas 

Roadhouse, Inc. and subsidiaries ......... $ 14,334 $ 13,741 $ 10,695 $ 8,709 $ 47,479 
Basic earnings per common share .......... $ 021 $ 020 $ O15 $ O12 $ 0.68 
Diluted earnings per common share ........ $ 020 $ O19 $ 015 $ O12 $ 0.67 


In the fourth quarter of 2010, we recorded a charge of $1.7 million ($1.1 million after-tax) 
associated with the impairment of goodwill related to four restaurants in which the carrying value was 
reduced to fair value. 


In the third quarter of 2009, we recorded a gain of $0.6 million ($0.4 million after-tax) related to 
the sale of a restaurant which was relocated. This gain was partially offset by charges of $0.4 million 
($0.2 million after-tax) incurred in conjunction with the closure of a second restaurant in the third 
quarter of 2009. In the fourth quarter of 2009, we recorded a charge of $1.9 million ($0.8 million 
after-tax) with respect to four underperforming restaurants in which the carrying value, including 
goodwill and intangible assets, was reduced to fair value. In addition, in the fourth quarter of 2009, we 
recorded a charge of $1.3 million ($0.8 million after-tax) with respect to one underperforming 
restaurant in which the carrying value, including building and equipment, was reduced to fair value. 


See note 15 for further discussion of impairment and closure costs. 
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(19) Subsequent Events 


On February 17, 2011, our Board of Directors approved a stock repurchase program under which 
it authorized us to repurchase up to $50.0 million of our common stock. Any repurchases will be made 
through open market transactions. The timing and amount of any repurchases will be determined by 
our management under parameters established by our Board of Directors, based on our evaluation of 
our stock price, market conditions and other corporate considerations. Also on February 17, 2011, our 
Board of Directors authorized the payment of a cash dividend of $0.08 per share of common stock. 
This payment will be distributed on April 1, 2011, to shareholders of record at the close of business on 
March 16, 2011. 
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Support Center Stock Listing Media Inquiries 

(Corporate Office) Texas Roadhouse, Inc. For all media requests please contact 

6040 Dutchmans Lane Common Stock is listed on Travis Doster at (502) 638-5457. 

Louisville, KY 40205 the NASDAQ Stock Exchange - 

(800) TEX-ROAD (839-7623) under the symbol TXRH. Independent Auditors 
3 ; 2 ae KPMG LLP 

Annual Meeting Financial Inquiries 400 W. Market Street, Suite 2600 

Thursday, May 19, 2011 For additional financial Louisville, KY 40202 

9:00 AM EDT documents and information, Phone (502) 587-0535 

Texas Roadhouse Support Center _ please visit our Web site at 

6040 Dutchmans Lane www.texasroadhouse.com. Transfer Agent 

Louisville, KY 40205 Please contact us by Computershare 


phone at (502) 515-7300 P.O. Box 43078 
or by sending an e-mail to Providence, RI 02940 
investment@texasroadhouse.com. Phone (800) 622-6757 
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P Southwest Airlines Co. Texas Roadhouse, Inc. 
Martin T. Hart 
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President 
Gregory N. Moore University of Louisville 
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Cantrell: James R. Zarley 
Yum! Brands, Inc. Chief Executive Officer 
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Locations as of - a 6040 Dutchmans Lane 
December 28, 2010 Louisville, KY 40205 


2010 Legendary Accolades 


¢ Top Place to Work - Louisville Courier Journal 





¢ Top 10 Fastest Growing Retailers - Forbes Magazine 

¢ Best Large Business of the Year - Business First, Louisville 

* Good Neighbor Award - Kentucky Restaurant Association 

¢ Most Recommended Casual Dining Restaurant - Recommendation Index 
¢ #1 in Employee Engagement - PeopleMetrics 

¢ 2010 Volunteer of the Year Award - USO, Metropolitan New York 
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